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Division  policy  establishes  compensation  payments  at  the  rate  in 
effect  at  the  date  of  injury.  State  law  is  unclear  if  the  proper 
benefit  payment  is  the  maximum  rate  in  effect  at  time  of  injury,  or 
the  maximum  rate  in  effect  at  time  of  disbursement  of  benefits  in 
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have  requested  an  opinion  from  the  Attorney  General  to  clarify 
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statutory  revisions. 

In  addition  to  the  above  disclosure  items  this  report  contains  1  6 
recommendations  for  improvement  of  the  division's  operations, 
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INTRODUCTION 

We  performed  a  financial/compliance  audit  of  the  Division  of 
Workers'  Compensation  for  the  two  fiscal  years  ended  June  30, 
1982.  The  objectives  of  the  audit  were  to:  (1)  determine  if  the 
financial  statements  present  fairly  the  financial  position  and  results 
of  operations  of  the  division  for  the  two  fiscal  years  ended  June  30, 
1982;  (2)  determine  division  compliance  with  applicable  laws  and 
regulations  which  could  have  a  significant  effect  on  the  financial 
statements;  and  (3)  recommend  improvements  in  the  management 
and   internal   accounting  controls  of  the  division. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  the 
costs  of  implementing  the  recommendations  made  in  this  report. 
Each  report  section  discloses  the  cost,  if  significant,  of  implement- 
ing the  recommendation. 

We    thank    the    administrator    and    the   staff  of  the   division    for 
their  cooperation  and  assistance  during  our  audit. 
BACKGROUND 

The  Division  of  Workers'  Compensation  was  created  as  part  of 
the  Department  of  Labor  and  Industry  under  the  Executive  Reorgan- 
ization Act  of  1971.  The  division  was  allocated  to  the  Department 
of  Labor  and  Industry  for  administrative  purposes  only.  The 
division  is  independent  of  the  department,  except  it  must  submit 
budgetary   requests  and    required    reports  to  the  department. 

The  division  was  created  to  administer  industrial  safety  and 
health  laws  and  laws  providing  compensation  benefits  or  rehabilita- 
tion   services   to  injured  workers.      The  following   laws  are  currently 


under  the  administrative  jurisdiction  of  tine  division,    with   reference 
made    to    the    title    and    chapter    in    the    Montana    Code    Annotated: 

Industrial   Safety  and   Health 

1.  Occupational   Safety  Act,    Title  50,    chapter  71 

2.  Safety    in    Mines   Other   Than    Coal    Mines,    Title  50,    chap- 
ter 72 

3.  Safety  in   Coal   Mines,    Title  50,    chapter  73 

4.  Boilers  and  Steam   Engines,    Title  50,    chapter  74 

5.  Hoisting    Engines,    Title  50,    chapter  76 
Compensation   Systems 

1.  Volunteer       Firefighters'       Compensation       Act,       Title  19, 
chapter  12 

2.  Silicosis   Benefits   Law,    Title  39,    chapter  73 

3.  Crime     Victims'     Compensation     Act,     Title  53,     chapter  9 

4.  Workers'   Compensation   Act,    Title  39,    chapter  71 

5.  Occupational   Disease  Act,    Title  39,   chapter  72 

6.  Referral  of  Disabled  Workers  for  Vocational    Rehabilitation, 
Title  39,    chapter  71 

The    division    is    divided    into    four    major    bureaus    described 

below: 

--Centralized  Services  Bureau  provides  accounting,  personnel, 
and  management  information  support  services  to  all  bureaus 
and   units; 

--State  Compensation  Insurance  Fund  Bureau  operates  a  state- 
administered  insurance  system  providing  workers'  compensation 
insurance  coverage  for  employers; 

--Insurance  Compliance  Bureau  reviews  the  payments  of  workers' 
compensation  benefits  by  self-insured  employers  and  private 
insurance  carriers;    and 

--Safety  and  Health  Bureau  administers  occupational  safety  and 
health   laws. 


Compensation   Plans 

Employers  may  elect  workers'  compensation  coverage  under 
one  of  three  compensation  plans:  Plan  I  -  employer  is  self-insured 
and  pays  benefits  directly  to  injured  workers;  Plan  II  -  employer 
obtains  coverage  through  a  private  insurance  company  and  the 
injured  worker  receives  benefits  from  the  insurance  company;  and 
Plan  III  -  employer  obtains  coverage  through  the  state-operated 
insurance  program  and  the  injured  worker  receives  benefits  from 
the  state  compensation  fund. 
COMPENSATION    PAYMENTS 

The  division  follows  the  policy  that  compensation  for  injuries 
producing  temporary  total,  total  permanent,  or  partial  disability 
will  be  paid  at  the  rate  in  effect  at  the  date  of  injury.  Under 
sections  39-71-701  and  702,  MCA,  compensation  for  injuries  produc- 
ing total  temporary  and  total  permanent  disability  shall  be  66  2/3  per- 
cent of  the  wages  received  at  the  date  of  injury  (adjusted  wage 
base).  The  maximum  weekly  compensation  benefits  shall  not  exceed 
the  state's  average  weekly  wage  (maximum  rate).  Following  is  an 
eight-year  listing  of  the  state's  average  weekly  wage. 

TABLE  #1 
STATE'S  AVERAGE  WEEKLY  WAGE    (MAXIMUM  RATE) 

1975  through  June   30,  1976  $l47/week 

1976  through  June   30,  1977  $l62/week 

1977  through  June   30,  1978  $174/week 

1978  through  June   30,  1979  $188/week 

1979  through  June    30,  1980  $198/week 

1980  through   June   30,  1981  $219/week 

1981  through  June    30,  1982  $24l/week 

1982  through  June   30,  1983  $263/week 


July 

July 

July 

July 

July 

July 

July 

July 

Section  39-71-703,  MCA,  sets  benefit  amounts  for  injuries 
producing  partial  disability  on  the  same  basis  as  those  for  full 
disability,  except  that  the  maximum  weekly  compensation  is  set  at 
one-half  the  state's  average  weekly  wage. 

State  law  is  unclear  in  cases  where  the  adjusted  rate  exceeds 
the  maximum  rate,  if  the  proper  benefit  payment  is  the  maximum 
rate  in  effect  at  time  of  injury,  or  the  maximum  rate  in  effect  at 
time  of  disbursement  of  benefits.  In  5  cases  out  of  22  tested  the 
adjusted  rate  did  exceed  the  maximum  rate,  and  in  all  cases  benefits 
were  disbursed  based  on  the  maximum  rate  at  time  of  injury.  We 
could    not   find  any  court  cases  specifically  addressing  this  subject. 

The  following  case  illustrates  the  possible  effect  of  not  adjust- 
ing the  claimant's  compensation  payment  when  the  maximum  rate 
increased.  In  this  instance,  the  claimant  suffered  an  injury  in 
May  1979.  At  the  time  of  injury  the  claimant's  weekly  wage  was 
$380.40.  His  adjusted  wage  base  for  compensation  was  $253.60 
(380.40  X  66  2/3%).  Due  to  the  maximum  rate  under  section  39-71-703, 
MCA,  the  claimant  received  $188/week  in  benefits.  In  November 
1980  the  claimant  began  receiving  Social  Security  benefits  which 
reduced  the  amount  of  compensation  payments.  In  November  1981 
the  claimant  received  a  final  settlement  payment  for  357  weeks  of 
disability.  Table  2  shows  the  difference  of  not  adjusting  payments 
for  changes   in  the  maximum   rate. 


TABLE  #2 


Time  Period 


Amount  Paid 


FY79-80  (May- June)  $188/wk 

FY79-80  (July- June)  $l88/wk 

FY80-81  (7/1/80-11/17/80)  $l88/wk 

FY80-81  (11/18/80-6/30/81)  $188  -  81.93"   $219  -  81.93 

FY81-82  (7/1/81-11/3/81)  $188  -  81.93:   $241  -  81.93 


1 


Maximum  Rate 

$188/wk 
$198/wk 
$219/wk 


FY81-82  (11/3/81  - 

final  357  wks) 


$188  -  81.93^   $241  -  81.93 


Difference 

$  -0- 

$10  X  52  wks  =  520 

$31  X  20  wks  =  620 

$31  X  32  wks  =  992 

$53  X  18  wks  =  954 

$53  X  357  wks  =  $18,921 


TOTAL  DIFFERENCE 


$22,007 


Social   Security  benefits    reduce   the   amount  of  weekly  compensation  benefits. 
Source:      Compiled  by   the  Office   of   the   Legislative  Auditor 

In    December    1982   we    requested    an   opinion    from   the  Attorney 
General  to  clarify  this   issue  and,    accordingly,    make  no  recommenda- 
tion  pending  a  response  from  the  Attorney  General. 
UNINSURED    EMPLOYERS 

The  1977  Legislature  approved  the  creation  of  the  uninsured 
employers  fund.  The  purpose  of  the  fund  is  to  pay  an  injured 
employee  of  an  uninsured  employer  the  same  benefits  the  employee 
would  have  received  if  the  employer  had  been  properly  enrolled 
under  one  of  the  three  compensation   plans. 

In  January  1981  the  division  declared  the  fund  insolvent, 
thereby  eliminating  benefits.  No  benefits  have  been  paid  since 
January  1981.  Currently  the  only  expenditures  incurred  are  for 
administration  of  the  fund  and  bad  debts.  By  terminating  compen- 
sation payments  to  uninsured  employees,  the  division  is  not  accom- 
plishing the  objectives  of  this  fund   as  established   by  the   Legislature. 

Section   39-71-504,     MCA,     provides    that    the    primary    funding 
source  for  the  uninsured  employers  fund   shall   be  generated  through 
fines    and    penalties    assessed    by    the    division    upon    the   uninsured 


employers.  The  law  states  that  the  penalty  shall  be  either  double 
the  premium  amount  the  employer  would  have  paid  if  the  employer 
had  been  enrolled  in  the  state  plan  (Plan  III)  or  $200,  whichever 
is  greater. 

Section  39-71-510,  MCA,  limits  benefit  entitlements  under  the 
uninsured  employers  fund.  If  the  division  determines  the  sums  in 
the  fund  are  not  adequate  to  fully  pay  all  claims,  the  division  may 
make  appropriate  reductions  in  benefits  to  claimants.  The  reduc- 
tions do  not  entitle  claimants  to  go  back  and  collect  the  full  benefit 
if  the  fund   has  excess  funds   in  the  future. 

Table  3  below  provides  a  comparison  of  the  performance  of  the 
uninsured  employers  fund  for  the  fiscal  years  ended  June  30,  1980, 
1981,    and   1982. 

TABLE  //3 
UNINSURED  EMPLOYERS  FUND  ACTIVITY 


For  Fiscal  Years  1979- 

-80,  1980-81, 

and  1981-82 

Financial  Activity 

FY  1979-80 

FY  1980-81 

FY  1981-82 

Revenue  Sources: 

Fines  and  Penalties  Billed 

$425,326 

$545,348 

$275,684 

Employer  Paid  Benefits 

116,225 

133,382 

-0- 

Fatality  Assessments 

46,000 

36,000 

42,000 

Bad  Debts 

38,790 

50,496 

54,458 

Interest  Earnings 

14,553 

13,384 

19,037 

Total  Revenue 

$640,894 

$778,610 

$391,179 

Program  Cost: 

Benefits  Paid 

$117,313 

$155,633 

$  -0- 

Bad  Debts  Referrals 

241,213 

562,551 

158,019 

Administrative  Expense 

84,991 

229,140 

77,450 

Total  Costs 

$443,517 

$947,324 

$235,469 

Statistical  Activity 
Number  of: 

Compensation  Claims   Paid 

Investigations  Made 

Employer  Audits 

Employers  Fined 

Accounts  Referred   for  Collection 

Source:      Division  of  Workers'    Compensation  Annual  Reports,   Fiscal 
Years    1981   and   1982 
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116 

34 

-0- 

730 

684 

634 

384 

327 

57 

432 

446 

228 

142 

185 

124 

The  division  should  aggressively  enforce  the  collection,  detec- 
tion, and  administrative  means  available  under  current  statutes  to 
maximize  the  solvency  of  the  uninsured  employers  fund.  During 
our  audit  we  noted  several  factors  within  the  division's  control 
under  current  statutes  which  contributed  to  the  insolvency  of  the 
uninsured  employers  fund.  We  discuss  these  factors  in  the  follow- 
ing paragraphs. 
Collection    Efforts 

One  factor  contributing  to  the  insolvency  of  the  uninsured 
employers  fund  is  the  lack  of  an  aggressive  collection  effort  by  the 
division.  The  division  routinely  offers  a  25  percent  discount  if 
the  uninsured  employer  pays  the  assessed  penalty  within  ten  days. 
Division  officials  explained  the  discount  policy  was  adopted  by  a 
former  administrator  and  has  been  in  effect  since  the  uninsured 
employer  law  was  passed  in  1977.  The  intent  of  the  discount 
policy  is  to  encourage  the  uninsured  employers  to  promptly  pay 
any  penalties. 

We  noted  several  instances  where  the  discount  resulted  in  the 
employer  paying  less  than  the  minimum  $200  penalty  prescribed  by 
section  39-71-504,  MCA.  Division  officials  explained  they  felt 
section  39-71-506,  MCA,  allows  the  division  the  discretion  to  com- 
promise with  the  employer  the  amount  assessed.  However,  under 
state  law  it  is  unclear  whether  the  employer  must  first  refuse  to 
pay  the  penalty,  before  the  division  may  file  suit  to  collect  the 
penalty.  The  current  policy  of  routinely  offering  a  25  percent 
discount  is  not  specified  in  state  law.  The  effect  of  compromising 
assessments    and    penalties    negates    the    $200    minimum    penalty    and 


the  requirement  that  the  division  file  suit  to  collect  payments.  We 
determined  the  division  has  forgone  approximately  $40,000  in 
collections  each  year  of  the  audit  period  due  to  the  discount  policy. 
The  division  does  not  actively  pursue  all  legal  remedies  in 
regards  to  uninsured  employers.  Section  39-71-507,  MCA,  states 
in   part: 


"When  the  division  discovers  an  uninsured  employer,  it 
shall  order  him  to  cease  operations  until  he  has  elected 
to  be  bound   by  a  compensation   plan." 


We  noted  seven  instances  of  uninsured  employers  continuing  to 
operate  without  insurance  coverage.  Only  one  of  the  seven 
employers  had   been   issued  a  cease  operations  order. 

Our  review  of  25  uninsured  employer  files  found  no  instances 
where  the  division  filed  suit  as  provided  under  section  39-71-506, 
MCA,  to  collect  unpaid  penalties.  Currently  unpaid  penalties  are 
turned  over  to  the  Department  of  Revenue  for  collection  after  the 
second  billing  notice.  The  division  should  file  suits  against  the 
employer   as  a  means  to  enforce  compliance  and   increase  collections. 

RECOMMENDATION   #1 

WE    RECOMMEND   THE    DIVISION: 

A.  DISCONTINUE       OFFERING       A      25   PERCENT      DISCOUNT 
FOR    FINES   AND    PENALTIES. 

B.  COMPLY     WITH    STATE     LAW    BY    ORDERING    UNINSURED 
EMPLOYERS   TO   CEASE   OPERATIONS. 

C.  CONSIDER    FILING   SUIT   AGAINST    UNINSURED    EMPLOYERS 
TO       COLLECT      OUTSTANDING      ACCOUNT      BALANCES. 


Detection   Efforts 

Another  factor  contributing  to  the  insolvency  of  the  uninsured 
employers  fund  is  the  decreased  detection  effort  by  the  division. 
Due  to  the  insolvency  of  the  uninsured  employers  fund,  and  in  an 
effort  to  reduce  expenditures,  division  officials  reduced  staffing. 
During  fiscal  year  1980-81,  the  division  employed  three  persons  to 
investigate  and  fine  uninsured  employers.  In  fiscal  year  1981-82 
the  staff  was  reduced  to  only  one  person,  who  also  performs  other 
duties  not  involved  with  uninsured  employers.  As  noted  on  Table  3 
on  page  6,  the  amount  of  fines  and  penalties  billed  in  fiscal  year 
1981-82  is  only  $275,684,  a  49  percent  reduction  from  the  fiscal 
year  1980-81  amount.  A  review  of  the  statistical  activity  on  Table  3 
discloses  the  possible  reason  for  lower  billings  could  result  from 
performing  fewer  investigations  and  audits  of  uninsured  employers 
during  fiscal   year  1981-82. 

Division  officials  explained  that  currently  the  primary  method 
to  detect  an  uninsured  employer  is  through  the  claims  process. 
When  an  injured  employee  files  a  claim  the  division  reviews  to 
ensure  the  employer  has  coverage.  No  other  action  is  initiated  by 
the  division  to  detect  additional   uninsured   employers. 

Section  39-71-401,  MCA,  provides  that  all  employers,  unless 
specifically  exempted,  are  subject  to  the  Workers'  Compensation 
Act,  Title  39,  chapter  71,  MCA.  Because  the  division  is  legally 
mandated  to  administer  the  Workers'  Compensation  Act,  the  division 
is  obligated  to  ensure  that  all  employers  comply  with  the  act.  By 
relying  primarily  on  the  claims  process  to  detect  uninsured  employers, 
the  division  is  not  meeting  its  duties  to  administer  the  Workers' 
Compensation   Act. 
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One  method  which  would  enhance  the  detection  of  uninsured 
employers  would  be  a  cross-check  of  employers  between  various 
agencies,  by  utilizing  a  universal  employer  number.  Presently  a 
Montana  employer  has  a  separate  ID  number  for  the  U.S.  Internal 
Revenue  Service;  Department  of  Revenue;  Division  of  Workers' 
Compensation;  and  Employment  Security  Division.  The  use  of  a 
universal  employer  number  was  recommended  in  the  prior  contract 
audit  report  but  has  not  been  implemented  by  the  division.  Our 
office  recommended  a  cross-match  of  employers  with  the  Department 
of  Labor  and  Industry,  Employment  Security  Division,  in  our  June 
1974  program  audit  of  Workers'  Compensation.  Use  of  a  universal 
employer  number  would  provide  an  effective  method  to  determine  if 
an  employer  is  properly   registered  with  each   agency. 

RECOMMENDATION   #2 

WE    RECOMMEND   THE   DIVISION: 

A.  INCREASE     DETECTION     EFFORTS    FOR     UNINSURED     EM- 
PLOYERS. 

B.  ANALYZE      THE      FEASIBILITY      OF      USING      UNIVERSAL 
EMPLOYER    NUMBERS   AND   PERFORMING   CROSS-MATCHES 
TO   DETECT    UNINSURED    EMPLOYERS. 

Funding 

A  more  aggressive  detection  and  collection  effort  by  the 
division  would  not  necessarily  eliminate  the  insolvency  problem  of 
the  uninsured  employers  fund.  Additional  or  alternative  funding 
sources   may   be    required    to   ensure   that   an   injured  employee  of  an 
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uninsured    employer    receives    the   same   benefits   as    if  the   employer 
was  covered   under  one  of  the  three  compensation   plans. 

The  prior  contract  audit  report  noted  the  possibility  of  the 
fund  becoming  insolvent  and  recommended  the  division  seek  alter- 
native funding  to:  (1)  seek  out  uninsured  employers,  and  (2)  pay 
benefits  to  injured  workers.  In  response  to  this  prior  recom- 
mendation the  division  officials  stated  they  supported  House  Bill  282 
in  the  1981  Legislature.  This  bill  would  have  revised  the  premium 
tax  of  workers'  compensation  insurance  carriers,  included  the  state 
plan  in  the  tax  base,  and  allocated  40  percent  of  the  premium  tax 
revenues  to  the  uninsured  employers  fund.  This  measure  was  not 
approved. 

Legislation  to  increase  the  fines  and  penalties  assessed  against 
uninsured  employers  may  possibly  raise  additional  funding. 
However,  due  to  the  poor  collectibility  of  the  fines  assessed,  this 
alternative  should  be  considered  in  combination  with  other  alterna- 
tives. The  division  should  consider  various  alternatives  and  again 
seek  additional  funding  for  the  uninsured  employers  fund. 

RECOMMENDATION   #3 

WE    RECOMMEND   THE    DIVISION: 

A.  SEEK       LEGISLATION       INCREASING      THE       FINES      AND 
PENALTIES    FOR    UNINSURED    EMPLOYERS. 

B.  SEEK     LEGISLATION     FOR    ADEQUATE     FUNDING    OF    THE 
UNINSURED    EMPLOYERS    FUND. 
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Implementation   Costs 

Until  the  division  aggressively  enforces  the  collection,  detec- 
tion, and  administrative  means  available  under  current  statutes,  a 
precise  estimate  of  the  costs  of  operating  the  uninsured  employers 
fund  is  not  available.  The  division  may  require  additional  staff 
but  the  number  of  staff  cannot  be  determined  because  the  division 
could  not  provide  information  on  the  potential  number  of  uninsured 
employers.  Any  additional  funding  required  is  subject  to  the 
amount  of  collections  which  would  be  generated  through  increased 
collection  and  detection  efforts  by  the  division. 
VOLUNTEER    FIREMEN'S    FUND 

Under  state  law  the  division  administers  the  group  insurance 
and  disability  portions  of  the  Volunteer  Firemen's  Compensation 
Act,  while  the  Volunteer  Firemen's  pension  plan  is  administered  by 
the  Department  of  Administration,  Public  Employees'  Retirement 
Division.  The  purpose  of  the  Volunteer  Firemen's  Fund  is  to 
encourage  and  aid  volunteer  fire  companies  to  maintain  coverage 
for  volunteer  firefighters. 
Funding 

Pursuant  to  sections  19-12-301  and  302,  MCA,  the  Volunteer 
Firemen's  Fund  is  funded  from  5  percent  of  the  fire  insurance 
premium  taxes  collected  from  insurers  and  investment  earnings 
from  the  fund.  During  our  review  of  Volunteer  Firemen's  Fund, 
we  noted  that  the  fund  balance  has  been  increasing  by  approximately 
10  percent  per  year  as  shown  in  Table  4  below. 
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TABLE  #4 

VOLUNTEER  FIREMEN'S  FUND  BALANCES 
As   of  June   30 

Annual 
Average 
Percentage 
1978  1979  1980  1981  1982  Increase 

Fund  Balance      $1,845,924     $2,077,406      $2,261,255      $2,481,484     $2,731,011 

Percentage 

Increase   in  12.5%  8.85%  9.7%  10.1%  10.29% 

Fund  Balance 


Source:      Compiled  by  the  Office   of  the   Legislative  Auditor 

Section  19-12-404,  MCA,  specifies  how  pension  benefits  shall 
be  calculated  each  year.  The  law  limits  the  amount  of  pension 
benefits  payable  to  qualified  volunteer  firefighters  to  the  amount 
set  aside  in  a  given  fiscal  year,  which  is  the  smaller  of  the  excess 
of  $1  million  in  fund  balance  or  95  percent  of  the  increase  in  fund 
balance  during  the  preceding  fiscal   year. 

Although  the  plan  currently  pays  each  volunteer  fireman  the 
maximum  retirement  benefit  allowed  by  state  law,  the  annual  increase 
in  the  Volunteer  Firemen's  pension  fund  balance  indicates  that  the 
current  funding  levels  exceed  the  amount  necessary  to  operate  the 
fund.  Because  section  19-12-404,  MCA,  limits  annual  benefit 
distributions  to  the  lesser  of  95  percent  of  the  previous  years 
increase  in  fund  balance  or  the  excess  of  the  fund  balance  over 
$1  million,  distributions  are  effectively  limited  to  95  percent  of 
fund  balance  increases.  Therefore,  the  accumulated  fund  balance 
is  not  available  to  pay  pension  benefits  and  cannot  be  used  for 
this  purpose  without  statutory   revisions. 
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Under    current    statutes,    if   1983   revenues   were   not   sufficient 
to    pay    each    fireman    the   maximum    retirement   benefit,    each    benefit 
payment    would    be    proportionately    reduced    even    though    the   plan's 
fund   balance  exceeds  $2.7  million. 
COMPLIANCE 

The  division  has  not  established  policies  and  procedures,  or 
taken  the  necessary  action  to  comply  with  state  law  relating  to  the 
matters  described  below.  The  areas  include:  insurance  premiums 
for  state  institutions,  coal  mine  inspections,  boiler  inspections, 
administrative  rules,  and  leave  accrual. 
Institution   Premiums 

In  July  1981  the  division  instructed  the  State  Auditor's  Office, 
Central  Payroll  Division,  to  reduce  the  established  experience 
modification  factors  for  various  units  of  the  Department  of  Institu- 
tions. Reducing  the  experience  modification  factors  resulted  in 
reducing  the  compensation  insurance  premiums  the  institutions  paid 
during  the  fiscal  year  ending  June  30,  1982,  and  understated  the 
division's  premium  revenue  reported  on  the  Statewide  Budgeting 
and  Accounting   System   (SBAS). 

The  division  reduced  the  experience  modification  factors  to 
enable  the  institutional  units  to  stay  within  their  appropriation 
limits.  However,  the  division  did  not  change  the  experience 
modification  factors  on  their  own  internal  records.  Each  month  the 
division  notified  the  Department  of  Institutions  of  the  unpaid 
premium  balance  between  division  records  and  SBAS  with  the 
understanding  the  institutions  would  eventually  pay  the  balance. 
As    of    June  30,     1982    the    total    premium    due    from    the    institutions 
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$  11, 

,867 

336 

,240 

69, 

,167 

6, 

,838 

19 

,489 

3 

,683 

149 

,618 

14 

,026 

176 

6 

,900 

2 

,284 

15 

,159 

$635 

,447 

was   $635,447.      Table  5  below  details  the  balance  due  by  institution 
as  of  June  30,    1982. 

TABLE  #5 

INSTITUTION   INSURANCE  PREMIUM  DUE  AS  OF  JUNE   30,    1982 

Montana   Veterans'    Home 
Warm  Springs   State   Hospital 
Montana   State  Prison 
Pine  Hills    School 
Galen  State  Hospital 
Mountain  View  School 
Boulder  River  School   &  Hospital 
Montana   Center   for   the  Aged 
State   Board  of  Pardons 
Department   of   Institutions 
Swan  River  Youth  Forest  Camp 
Eastmont  Training  Center 
Total 

Source:      Compiled  by  the  Office   of   the   Legislative  Auditor 

By  reducing  the  modification  factors,  the  division  violated 
state  law.  Section  39-71-403,  MCA,  requires  all  state  agencies  to 
obtain  coverage  under  Plan  III  -  the  state  operated  insurance 
plan.  This  section  provides  that  the  compensation  insurance 
premiums  for  any  state  agency  shall  be  considered  to  be  ordinary 
and  necessary  expenses  of  the  agency  and  the  agencies  shall  pay 
the  premiums  when  due,  regardless  of  the  fact  that  the  state 
agency   may    have   failed    to  anticipate  or  budget  for  such  expenses. 

The  division  had  no  authority  to  allow  the  institutions  to  pay 
less  than  the  necessary  premium  amount.  All  employers  should  be 
given  equal  treatment  under  the  law.  Ordinarily,  unless  a  definite 
payment  plan  has  been  adopted,  the  division  cancels  an  employers' 
coverage  for  failure  to  pay  the  premium  due. 
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Division  officials  stated  they  have  no  plans  to  assess  the 
institutions  any  interest  on  the  unpaid  balance.  The  division  is 
authorized  to  charge  interest  under  section  39-71-2306,  MCA.  By 
not  promptly  collecting  the  full  premium  or  assessing  interest  on 
the  amount  due,  the  state  insurance  fund  lost  approximately  $39,000 
in   interest  income  as  of  June  30,    1982. 

RECOMMENDATION   #4 

WE    RECOMMEND   THE   DIVISION: 

A.  COMPLY  WITH  STATE  LAW  AND  GIVE  ALL  EMPLOYERS 
EQUAL  TREATMENT  BY  FOLLOWING  ESTABLISHED 
EXPERIENCE   MODIFICATION    FACTORS. 

B.  ASSESS  INTEREST  ON  THE  UNPAID  PREMIUM  BALANCES 
OF   STATE    INSTITUTIONS. 

Coal   Mine   Inspector  and    Inspections 

During  our  review  of  coal  mine  safety  laws,  we  noted  that  the 
division  was  not  performing  required  coal  mine  inspections.  Under 
section  50-73-406,  MCA,  all  coal  mines  in  operation  within  the  state 
of  Montana  shall  be  inspected  at  least  every  three  months.  The 
division  is  required  under  section  50-73-401,  MCA,  to  appoint  a 
state  coal  mine  inspector  to  enforce  coal  mine  regulations;  however, 
the  division  did  not  have  a  coal  mine  inspector  from  July  14,  1981 
to  September  1982.  Division  officials  stated  that  it  has  been 
difficult  to  attract  qualified  inspectors  at  the  current  pay  scale. 
Because  the  division  has  the  responsibility  for  coal  mine  inspections, 
the   state   could    be  held   liable  if  the  inspections  are  not  performed. 
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RECOMMENDATION   #5 

WE  RECOMMEND  THE  DIVISION  COMPLY  WITH  STATE  LAW 
AND  PERFORM  COAL  MINE  INSPECTIONS  AT  LEAST  EVERY 
THREE   MONTHS. 

Boiler   Inspections 

Boiler  inspections  are  not  being  performed  as  required  under 
section  50-74-209,  MCA.  The  division  has  no  procedure  to  ensure 
boilers  are  inspected  within  the  required  time  period.  Division 
officials  could  not  provide  us  information  on  the  total  number  of 
boilers  that  require  inspections.  The  divisions  manual  card  system 
is  inadequate  to  monitor  the  inspection  function.  Division  officials 
estimated  the  manual  system  contains  9,000  to  10,000  cards,  repre- 
senting individual  boilers;  however,  officials  explained  the  card 
system  contained  duplicate  cards.  One  official  estimated  the  actual 
number  of  boilers   in  the  state  is  approximately  6,000. 

We  tested  a  sample  of  20  boiler  inspections  and  found  that 
division  records  indicate  10  of  these  had  not  been  performed  in  the 
time  frame  set  forth  by  statute.  Division  officials  stated  there 
were  approximately  1,000  to  2,000  boilers  which  were  not  being 
inspected  at  the  required  time  interval.  Division  records  indicate 
some  of  the  inspections  had  not  been  performed  for  five  years  or 
more. 

Because  the  division  is,  by  state  law,  given  the  responsibility 
for  boiler  inspections,  the  state  could  be  held  liable  if  the  inspec- 
tions were  not  performed.  The  division  should  develop  a  system 
to    ensure    that    all    boilers    are    inspected    within   the  requirements  of 
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state  law.  This  system  could  be  automated  or  arranged  so  that  a 
manual  review  of  all  boiler  cards  would  not  be  needed.  Until  the 
division  develops  a  system  to  determine  the  number  of  inspections 
required,  it  is  not  practical  to  estimate  the  total  costs  involved  for 
the  division  to  comply  with  state  laws  for  boiler  inspections.  We 
estimate  that  after  the  division  corrects  and  updates  the  manual 
card  system  a  system  for  automating  the  boiler  cards  would  cost 
approximately  $1,500  the  first  year  and  less  than  $1,000  per  year 
thereafter  to  maintain  and  operate  the  system.  These  cost  estimates 
do  not  include  any  anticipated  savings  to  be  realized  by  eliminating 
the  manual   review. 

RECOMMENDATION   #6 

WE  RECOMMEND  THE  DIVISION  DEVELOP  A  SYSTEM  FOR 
MONITORING  BOILER  INSPECTIONS  AND  TAKE  MEASURES 
TO  ENSURE  INSPECTIONS  ARE  PERFORMED  AS  REQUIRED 
BY   STATE    LAW. 

Administrative   Rules 

The  Montana  Administrative  Procedures  Act,  Title  2,  chapter  4, 
MCA,  establishes  guidelines  for  all  state  agencies  in  adopting 
administrative  rules  governing  the  agency  operations.  All  formally 
adopted  administrative  rules  are  required  to  be  published  in  the 
Administrative  Rules  of  Montana  (ARM).  During  our  audit  we 
could  not  find  any  section  in  the  ARM  covering  the  rules  for 
employers  submitting  payroll  reports  and  insurance  premiums  under 
the  state  insurance  plan. 
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RECOMMENDATION   #7 

WE    RECOMMEND   THE    DIVISION    COMPLY   WITH    THE   MONTANA 

ADMINISTRATIVE    PROCEDURES   ACT   WHEN    ADOPTING    RULES. 

Leave  Accrual 

Although  state  policy  prohibits  advancing  leave  credits,  we 
noted  six  instances  where  the  division  advanced  leave.  We  also 
noted  seven  instances  where  leave  was  improperly  accrued  when 
the  employee  was  taking   leave  without  pay. 

RECOMMENDATION   #8 

WE    RECOMMEND    THE    DIVISION    CREDIT     LEAVE     IN    ACCOR- 
DANCE  WITH    STATE    POLICY. 

PREMIUM   BILLING 

During     our     audit    we    noted    the    following    areas    where    the 
division    could    improve    the   efficiency   of   their   premium    billing    and 
collection   procedures. 
Billing   Procedures 

During  our  review  of  premium  billings,  we  determined  the 
division  could  increase  their  interest  earnings  by  altering  their 
premium  billing  process.  Currently  the  division  bills  employers  on 
a  quarterly  basis  for  insurance  coverage  under  the  State  Com- 
pensation Insurance  Fund,  based  on  the  employers'  payroll  reports. 
The  billing  procedure  for  premiums  begins  with  blank  payroll 
reports  being  sent  out  to  employers  at  the  end  of  the  quarter  with 
these   reports  due  approximately  30  days   later.      Once   payroll 


19 


reports  are  received  from  employers,  the  division  calculates  the 
premium  assessment  and  sends  billings  to  the  employers.  This 
process  takes  from  approximately  two  to  five  days  depending  on 
the  volume  of  payroll  reports  received  on  any  given  day.  The 
premium  assessment  is  due  from  the  employer  30  days  from  the 
date  of  billing. 

During  our  review  of  the  billing  process  we  determined  that 
the  division  could  earn  substantial  investment  earnings  on  premium 
revenue  if  the  billing  process  time  was  decreased.  By  requiring 
premium  payments  to  be  made  with  employers'  quarterly  payroll 
reports  within  30  days  of  the  end  of  the  quarter,  the  division 
could  save  approximately  35  days  in  their  billing  and  collection 
process;  which  would  allow  premium  receipts  to  be  invested  during 
this  period.  This  could  be  accomplished  through  the  division 
supplying  employers  with  the  applicable  rate  classifications  and 
experience  modification  factors  when  they  send  the  payroll  report 
forms  to  the  employers  at  the  end  of  the  quarter.  With  this 
information  the  employer  could  readily  calculate  the  premium  due 
and  still  submit  both  premium  payment  and  quarterly  reports 
within  30  days  of  the  end  of  the  quarter.  Upon  receipt  of  premium 
payments  and  payroll  reports  the  division  would  then  recalculate 
the  premium  assessment  in  their  usual  manner.  If  differences 
existed  between  premiums  paid  by  employers  and  premium  billings 
determined  by  the  division,  the  division  could  notify  the  employer 
of  any  over/under  payments. 

Based  upon  the  average  quarterly  premium  billings  in  fiscal 
years  1980,  1981,  and  1982,  as  well  as  an  interest  factor  of  12  per- 
cent,    which    approximates    the    state's    short-term    investment    pool 
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yield  for  fiscal  year  1981  and  1982,  we  determined  the  division  is 
foregoing  approximately  $2,400  in  interest  per  day.  Because  of 
the  35  day  delay,  the  division  is  losing  investment  earnings  of 
approximately  $84,000  each  quarter.  In  a  fiscal  year  this  would 
result  in  additional  interest  earnings  on  premium  receipts  of  approx- 
imately $336,000  to  the  State  Compensation    Insurance   Fund. 

RECOMMENDATION   #9 

WE       RECOMMEND       THE       DIVISION       DEVELOP      PROCEDURES 

REQUIRING     EMPLOYERS     TO    MAKE    PREMIUM    PAYMENTS    AT 

THE      TIME      THEY      SUBMIT      THEIR      QUARTERLY      PAYROLL 

REPORTS. 

Premium   Payments   -   Multiple   Payments 

Employers  covered  under  Plan  III,  State  Compensation  Insur- 
ance Fund,  are  assessed  premium  billings  based  upon  the  employers' 
payroll  reports  and  risk  classifications.  During  our  testing  of 
premium  account  receivables,  we  noted  5  cases  out  of  20  tested 
where  employers  were  paying  their  premium  billing  on  a  deferred 
payment  basis.  In  these  5  cases,  the  established  payment  plan 
was  not  being   followed  or  no  payment  plan   was  established. 

In  addition,  the  division  does  not  charge  interest  on  delin- 
quent premium  account  receivables.  The  state  insurance  fund  is 
authorized  by  law  to  charge  interest  on  any  balance  that  is  due 
and  owing  to  the  state  fund  by  an  employer.  Under  section 
39-71-2307,  MCA,  the  division  is  authorized  to  cancel  an  employer's 
right  to  operate  under  the  state  insurance  plan  for  failure  to  pay 
premiums  due. 
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The  division  is  losing  interest  income  on  unpaid  premium 
receivables.  The  division  could  minimize  the  interest  income  losses 
by  charging  interest  on  delinquent  accounts.  State  policy,  as  well 
as  effective  cash  management,  requires  that  the  division  use  all 
available  means  of  collecting  amounts  owed  and  minimize  interest 
losses  on   delinquent  accounts. 

RECOMMENDATION   #10 

WE    RECOMMEND   THE   DIVISION: 

A.  CHARGE    INTEREST   ON    ALL   OVERDUE    PREMIUM    RECEIV- 
ABLES. 

B.  ACTIVELY    PURSUE   COLLECTIONS   OF    UNPAID    BALANCES. 

Unbilled   Premium   Receivables 

The  division  currently  records  no  accrual  on  SBAS  for  unbilled 
premium  receivables  in  the  State  Compensation  Insurance  Fund  at 
fiscal  year-end.  This  caused  an  understatement  in  unbilled  premium 
receivables  and  revenue  on  SBAS  of  $6,849,008  and  $7,450,238  for 
fiscal  year  1981  and  1982,  respectively.  The  division  adjusted  the 
fiscal  year  1981  and  1982  financial  statements  for  these  misstate- 
ments;   however,    no  amounts  were   recorded  on  SBAS. 

The  unbilled  premium  receivable  represents  premiums  under 
Plan  III  for  the  last  quarter  of  the  state  fiscal  year.  The  division 
records  this  revenue  on  SBAS  in  the  year  it  was  billed  even 
though  the  premiums  cover  the  last  quarter  of  the  previous  fiscal 
year. 
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Although  the  unbilled  premium  dollar  total  for  the  period 
April  1  to  June  30  is  not  known  at  the  state's  fiscal  year-end,  it 
can  be  estimated.  Generally  accepted  accounting  principles  (GAAP) 
and  state  accounting  policy  require  that  revenues  be  recorded  in 
the  period  they  become  both  measurable  and  available.  Because 
the  division's  primary  records  are  on  SBAS  and  other  users  rely 
on  SBAS  information,  the  division  should  record  the  unbilled 
premium   amount  on   SBAS   to   properly    reflect   its  financial  activity. 

RECOMMENDATION   #11 


WE  RECOMMEND  THE  DIVISION  ESTIMATE  THE  AMOUNT  OF 
UNBILLED  PREMIUM  RECEIVABLES  AT  FISCAL  YEAR-END 
AND    PROPERLY    RECORD   THE   AMOUNT   ON   SBAS. 

INTERNAL   CONTROL 

We  have  examined  the  financial  statements  of  the  Division  of 
Workers'  Compensation  for  the  two  fiscal  years  ended  June  30, 
1982.  We  issued  our  opinion  dated  November  5,  1982,  on  these 
statements.  As  part  of  our  examination,  we  made  a  study  and 
evaluation  of  the  system  of  control  of  the  Division  of  Workers' 
Compensation.  Our  study  evaluated  the  system  as  required  by 
generally  accepted  governmental  auditing  standards  for  financial 
and  compliance  audits.  We  classified  the  controls  in  the  following 
categories: 

1.  revenue/receipts; 

2.  expenditures/payables; 

3.  claims; 
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4.  payroll; 

5.  accounts   receivable; 

6.  plant,    property,    and   equipment; 

7.  investments;    and 

8.  cash. 

Our  study  included  the  control  categories  listed  above.  Through 
our  study,  we  determined  the  nature,  timing,  and  extent  of  our 
auditing  procedures.  We  did  not  evaluate  the  control  system  to 
the  extent  necessary  to  give  an  opinion  on  either  individual  seg- 
ments or  the  system  as  a  whole. 

The  management  of  the  Division  of  Workers'  Compensation  is 
responsible  for  establishing  and  maintaining  a  system  of  accounting 
control.  In  fulfilling  this  responsibility,  estimates  and  judgments 
by  management  are  required  to  assess  the  expected  benefits  and 
related  costs  of  control  procedures.  The  objectives  of  a  system 
are  to  provide  management  with  reasonable  assurance  that:  1)  assets 
are  safeguarded  against  loss  from  unauthorized  use  or  disposition; 
2)  transactions  are  executed  in  accordance  with  management's 
authorization;  and  3)  transactions  are  recorded  properly  to  permit 
the  preparation  of  financial  statements  in  accordance  with  generally 
accepted  accounting  principles.  Inherent  limitations  in  any  system 
of  controls  may  cause  errors  or  irregularities  to  remain  undetected. 
The  current  system  evaluation  should  not  be  used  to  project  to 
future  periods  since  the  procedures  may  become  inadequate  or 
compliance  with  them  may  deteriorate. 

The  limited  purpose  of  our  study  described  in  the  first  para- 
graph would  not  necessarily  disclose  all  material  weaknesses  in  the 
system.      Accordingly,    we   do  not  express  an  opinion  on   the  system 
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of    controls    used    by    the    division.      However,    our   study   disclosed 
conditions  that  could   result  in  financial   statement  errors  that  would 
be  difficult  to  detect.     These  conditions   relating  to  plant,    property, 
and  equipment  and  cash  are  discussed  on   pages  25  and   28. 

These  conditions  were  considered  in  determining  the  nature, 
timing,  and  extent  of  the  audit  tests  of  the  financial  statements 
and  this  report  does  not  affect  our  report  on  the  financial  state- 
ments. 

The  preceding  four  paragraphs  are  intended  solely  for  the 
use  of  management  and  the  legislature  and  should  not  be  used  for 
any  other  purpose.  This  restriction  as  to  use  is  not  intended  to 
limit  the  distribution  of  this  document  which,  upon  acceptance  by 
the  Legislative  Audit  Committee,  is  a  matter  of  public  record. 
Property,    Plant,    and   Equipment 

The  division  has  approximately  $665,500  of  equipment  recorded 
at  June  30,  1982.  Equipment  is  the  division's  only  category  of 
general  fixed  assets  because  buildings  and  land  are  leased  by  the 
division.  Land  acquired  for  a  new  building  site  purchased  by  the 
state  is  recorded  by  the  Department  of  Administration.  The  division 
uses  the  Statewide  Budgeting  and  Accounting  System  (SBAS)  and 
the  Property  Accounting  Management  System  (PAMS)  to  account  for 
its  fixed   assets. 

We  found  the  amounts  recorded  on  these  accounting  records 
at  June  30,  1981  and  1982  for  equipment  of  $400,504  and  $568,503 
contain  misstatements  of  $80,968  and  $97,003,  respectively.  The 
division  has  adjusted  the  financial  statements  for  these  misstate- 
ments,   which  were  a   result  of  the  problems  discussed   below. 
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--Physical   Count  and   Use  of  PAMS 

During  our  equipment  testing  we  noted  nine  items  with  an 
approximate  total  cost  of  $15,000  that  were  not  recorded  on  the 
division's  accounting  records,  but  which  were  properly  tagged. 
These  items  were  not  identified  during  the  division's  physical 
count  taken  in  July  of  1982,  nor  were  they  included  in  the  June  30, 
1982  recorded  equipment  value.  We  were  unable  to  locate  two 
equipment  items  which  were  shown  on  PAMS  and  on  the  physical 
count  sheets.  Division  personnel  involved  in  the  physical  count 
were  also  unable  to  locate  these  items,  although  they  indicated 
they  were  observed  during  the  physical   count. 

In  order  to  provide  more  reliable  data  and  prevent  misstate- 
ments of  equipment  records,  the  division  should  develop  proper 
procedures  for  physical  counts.  A  detailed  count  should  be  taken, 
making  note  of  missing,  untagged,  or  obsolete  items.  The  count 
should  be  done  systematically  to  cover  all  areas,  insuring  all  fixed 
assets  are  included. 

The  division  should  update  its  equipment  records  in  a  timely 
manner  throughout  the  year  for  all  equipment  transactions.  We 
reviewed  the  division's  accounting  records  and  found  they  were 
not  being  updated  promptly.  During  fiscal  year  1980-81  the  division 
acquired  65  and  deleted  3  equipment  items  but  did  not  record  this 
activity  in  the  property  records  until  fiscal  year-end  1982.  In 
fiscal  year  1981-82  the  division  acquired  21  and  deleted  3  equipment 
items.  The  fiscal  year  1981-82  activity  was  not  recorded  as  of 
September  1983,  three  months  after  fiscal  year-end.  To  provide 
adequate  accounting  controls  property  records  should  be  updated 
in  a  timely  manner. 
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RECOMMENDATION   #12 

WE     RECOMMEND     THE     DIVISION     DEVELOP    PROCEDURES    TO 

ENSURE: 

A.  ACCURATE    PHYSICAL   COUNTS   ARE   PERFORMED. 

B.  ALL      EQUIPMENT      IS      PROPERLY      RECORDED      IN      THE 
ACCOUNTING   SYSTEM    IN    A   TIMELY   MANNER. 

--Equipment  Valuation 

Five  equipment  items  out  of  twenty-five  tested  inad  incorrect 
costs  recorded  on  PAMS  for  a  total  understatement  of  $4,645. 
Four  of  the  five  exceptions  were  a  result  of  the  allowance  given 
for  the  item  traded  in  not  being  included  in  the  new  equipment's 
cost  in  accordance  with  state  policy. 

State  policy  requires  that  equipment  be  recorded  at  original 
cost  or  at  a  reasonable  estimate  if  cost  documentation  is  not  avail- 
able for  the  asset.  Documentation  of  the  cost  or  estimate  should 
be  maintained  by  the  agency.  During  our  testing  of  equipment 
costs,  the  agency  spent  substantial  time  trying  to  find  documenta- 
tion to  support  cost  information.  The  division  can  improve  its 
support  documentation  for  equipment  values  by  cross-referencing 
PAMS  to  purchase  orders,  invoices,  claims,  or  the  method  used  to 
estimate  equipment  values. 

RECOMMENDATION   #13 

WE    RECOMMEND   THE   DIVISION: 

A.  ACCOUNT     FOR     EQUIPMENT    TRADE-IN    ALLOWANCES    IN 
ACCORDANCE   WITH   STATE    POLICY. 

B.  MAINTAIN    PROPER    DOCUMENTATION   OF   THE    RECORDED 

VALUE   OF    EQUIPMENT. 
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--Computer  Software 

The  division  contracted  with  the  Department  of  Administration, 
Information  Systems  Division  (ISD),  for  the  development  of  a  new 
computer  software  system.  The  costs  associated  with  the  computer 
software  are  currently  not  being  capitalized  by  the  division.  This 
causes  an  understatement  in  the  General  Fixed  Assets  Group  of 
$1,650  and  $69,514  at  June  30,    1981   and   1982,    respectively. 

Generally  accepted  accounting   principles   require  that  computer 
software    purchased    or    developed    for    internal    purposes    should    be 
capitalized.       Because   the   computer   software   being    purchased    from 
ISD  will   have  long-term  future  benefits,    the  division   should   capital- 
ize its  costs. 

RECOMMENDATION   #14 

WE       RECOMMEND      THE      DIVISION      CAPITALIZE      COMPUTER 

SOFTWARE   COSTS. 

Cash 

The  division  could  improve  its  controls  over  receipt  processing. 
Currently  the  mailroom  opens  the  mail  and  separates  the  checks. 
The  checks  are  attached  to  the  billing  statement  and  envelope 
which  are  date  stamped.  The  checks  are  then  transferred  to  the 
accounting  section,  where  checks  for  boiler  inspection  fees  and 
engineer  licenses  are  restrictively  endorsed  and  processed  once  a 
week.  All  other  checks  are  restrictively  endorsed  by  accounting 
and    then    transferred    to    the    cashier.       The    cashier    further    sorts 
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the  checks,  separating  payments  from  cancelled  forms,  medical 
refund  checks,  crime  victim  receipts,  and  bad  debt  recoveries. 
These  checks  are  then  transferred  from  the  cashier  back  to  account- 
ing or  claims  where  the  appropriate  files  are  pulled  and  a  deter- 
mination is  made  if  the  checks  should  be  deposited.  The  cashier 
does  not  maintain  a  log  of  who  the  checks  were  transferred  to  or 
the  amount  and  date  of  the  transfer.  If  the  check  is  not  to  be 
deposited,  accounting  prepares  a  letter  of  explanation  and  mails 
the  check  back  to  the  sender.  After  the  determination,  the  checks 
to  be  deposited  are  returned  to  the  cashier  who  batches,  validates, 
and  prepares  a  deposit  slip.  The  mailroom  receives  the  deposit 
from  the  cashier  and  takes   it  to  the  bank. 

Controls  over  checks  could  be  improved  if  the  checks  were 
restrictively  endorsed  in  the  mailroom  at  the  time  of  initial  receipt. 
In  addition,  we  question  the  need  for  the  checks  to  accompany  the 
paperwork  through  the  accounting  process.  Controls  could  be 
improved  if  the  mailroom  stamped  the  billing  document  with  a  paid 
stamp  and  noted  the  amount  paid.  The  checks  could  then  be 
transferred  directly  to  the  cashier  and   deposited. 

RECOIVJIVIENDATIQN   tt15 

WE     RECOMMEND     THE     DIVISION     IMPROVE    CONTROLS    OVER 

CHECK    PROCESSING. 

INDEPENDENT   CONTRACTORS 

The  division  does  not  follow  any  uniform  rules  in  determining 
if  an   independent  contractor  relationship  exists  between  an   employer 
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and    employee.      This   determination    is    important   because   employers 
do  not  have  to  provide  workers'   compensation  coverage  for  indepen- 
dent  contractors.      The    last   audit   report    noted    a    problem  with  the 
lack  of  specific  guidelines  for  independent  contractor  determinations. 

Section  39-71-120,  MCA,  defines  an  independent  contractor 
as,  "one  who  renders  service  in  the  course  of  an  occupation  and: 
(1)  has  been  and  will  continue  to  be  free  from  control  or  direction 
over  the  performance  of  the  service,  both  under  his  contract  and 
in  fact;  and  (2)  is  engaged  in  an  independently  established  trade, 
occupation,  profession,  or  business."  The  Department  of  Labor 
and  Industry  issued  a  memo  in  1979  to  establish  uniform  criteria 
for  determining  if  an  independent  contractor  relationship  exists  in 
accordance  with  the  legal  definition  of  an  independent  contractor. 
However,  division  officials  explained  they  do  not  follow  the  memo 
criteria  because  the  memo  is  outdated.  Division  officials  indicate 
that  they  have  not  written  updated  rules  because  they  are  awaiting 
additional   court  decisions  affecting  this  area. 

In  order  to  insure  consistent  decisions,  the  division  should 
formally  adopt  administrative  rules  to  follow  when  determining  if  an 
independent  contractor  relationship  exists.  The  rules  should  be 
periodically   updated  to  include  additional   court  decisions. 

RECOMIVIENDATION   #16 

WE      RECOMMEND      THE      DIVISION      ADOPT     ADMINISTRATIVE 
RULES    FOR    DETERMINING    IF   AN    INDEPENDENT   CONTRACTOR 
RELATIONSHIP    EXISTS. 
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FEDERAL   GRANT   COMPLIANCE 

Our  audit  of  federal  moneys  was  performed  in  accordance  with 
requirements  of  the  U.S.  Office  of  Management  and  Budget  (0MB), 
"Circular  A-102,  Attachment  P."  This  circular  provides  for  audits 
of  financial  operations,  including  compliance  with  provisions  of 
federal   laws  and   regulations. 

We  reviewed  the  major  compliance  areas  in  the  Mine  Safety 
and  Health  Administration  Mine  Health  and  Safety  Grant,  the  OSHA 
On-site  Consultation  Grant,  the  Bureau  of  Labor  Statistics/OSHA 
Statistical  Grant,  and  CETA-PSE  Subgrants.  These  areas  included 
compliance  with  specific  grant  provisions  and  testing  for  nonallow- 
able  costs. 

We  did  not  note  any  federal  compliance  problems  or  question 
any  costs  relating  to  the  division's  use  of  federal  funds  during 
fiscal  years  1980-81  and  1981-82.  All  tested  items  were  in  compli- 
ance with  applicable  laws  and  regulations.  Nothing  came  to  our 
attention  that  causes  us  to  believe  untested  items  are  not  in  compli- 
ance with  applicable  laws  and  regulations. 
PRIOR   AUDIT    RECOMMENDATIONS 

The  last  audit  of  the  Division  of  Workers'  Compensation  was 
performed  by  a  public  accounting  firm  under  contract  with  our 
office.  The  prior  audit  for  the  two  fiscal  years  ended  June  30, 
1980,  contained  16  recommendations  of  which  13  are  still  applicable 
to  the  divisions'  operations.  The  division  concurred  with  all  of 
the  recommendations.  Of  the  13  applicable  recommendations,  the 
division  implemented  6,  partially  implemented  5,  and  did  not  imple- 
ment   2.       Discussions    of    those    recommendations    still    applicable    to 
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the  division,  but  not  fully  implemented,  include  Uninsured 
Employers  Funding  (page  5),  Independent  Contractor  Definition 
(page  29),  Fixed  Assets  and  PAMS  (page  25),  and  the  Universal 
Employer   Number   (page  9). 
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The   Legislative   Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  combined  financial  statements  of  the 
various  funds  and  account  groups  of  the  Division  of  Workers' 
Compensation  as  of  and  for  the  two  fiscal  years  ended  June  30, 
1981  and  1982  as  shown  on  pages  37  through  57.  Our  examination 
was  made  in  accordance  with  generally  accepted  governmental 
auditing  standards  and,  accordingly,  included  such  tests  of  the 
accounting  records  and  such  other  auditing  procedures  as  we 
considered   necessary   in   the  circumstances. 

As  more  fully  described  in  Note  IF  to  the  financial  statements, 
the  Division  of  Workers'  Compensation  defers  gains  and  losses 
resulting  from  bond  exchanges  and  amortizes  such  gains  and  losses 
over  the  shorter  of  either  the  remaining  life  of  the  bonds  sold  or 
the  bonds  purchased  for  replacement.  Generally  accepted  account- 
ing principles  require  that  such  gains  or  losses  on  bond  exchanges 
be  accounted  for  on  the  completed  transaction  basis  and  recognized 
in  the  period  the  bond  exchange  occurs.  Because  bond  exchanges 
were  not  recorded  in  accordance  with  generally  accepted  accounting 
principles,  the  Trust  and  Agency  Fund  net  deferred  losses  and 
fund    balance    were    overstated    by    $2,884,466    as    of    June  30,     1981 
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and  $5,445,204  as  of  June  30,  1982;  investment  earnings  were 
overstated  by  $2,100,799  for  the  fiscal  year  ended  June  30,  1981 
and  $2,561,229  for  the  fiscal   year  ended  June  30,    1982. 

The  Division  of  Workers'  Compensation  records  as  investment 
income  only  the  amount  of  money  that  was  transferred  from  the 
State  Board  of  Investments.  No  provision  is  made  for  the  accrued 
interest  income  from  investments.  Generally  accepted  accounting 
principles  require  that  accrued  interest  income  from  investments  be 
reflected  in  the  financial  statements  in  the  period  the  interest 
accrued.  Because  accrued  investment  income  was  not  recorded  in 
accordance  with  generally  accepted  accounting  principles,  the 
Trust  and  Agency  Fund  accounts  receivable  and  fund  balance  were 
understated  by  $1,560,226  as  of  June  30,  1981  and  $1,866,016  as 
of  June  30,  1982;  investment  earnings  were  understated  by  $93,923 
for  the  fiscal  year  ended  June  30,  1981  and  $305,790  for  the  fiscal 
year  ended  June  30,    1982. 

The  Division  of  Workers'  Compensation  classifies  interfund 
transfers  between  the  Trust  and  Agency  Fund  and  the  Special 
Revenue  Fund  as  revenue  in  the  fund  receiving  the  transfer  and 
as  expenditures  in  the  fund  making  the  transfer.  Generally  accepted 
accounting  principles  require  that  interfund  transfers  be  classified 
separately  from  fund  revenues  and  expenditures.  Because  interfund 
transfers  were  not  recorded  in  accordance  with  generally  accepted 
accounting  principles.  Special  Revenue  Fund  revenue  and  Trust 
and  Agency  Fund  expenditures  are  overstated  by  $2,701,253  for 
the  fiscal  year  ended  June  30,  1981  and  $4,507,234  for  the  fiscal 
year  ended  June  30,    1982. 
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The  division  offsets  the  liability  for  estimated  future  payments 
in  the  Uninsured  Employers'  Fund  with  an  allowance  for  contingent 
liabilities.  Because  this  is  a  true  liability  to  the  Trust  and  Agency 
Fund,  the  use  of  the  allowance  overstates  the  Trust  and  Agency 
Fund  fund  balances  and  the  allowance  for  contingent  liabilities  by 
$423,186  at  June  30,    1981   and  $1,181,005  at  June  30,    1982. 

The  accompanying  financial  statements  do  not  include  adequate 
footnote  disclosures  explaining  the  "Totals  (Memorandum  Only)" 
column  on  the  financial  statements  and  the  negative  Special  Revenue 
Fund  fund  balances  presented  at  July  1,  1980  and  June  30,  1981. 
These  omissions  are  a  departure  from  generally  accepted  accounting 
principles. 

In  our  opinion,  except  for  the  effects  of  the  items  discussed 
in  paragraphs  two,  three,  four,  five,  and  six,  the  financial  state- 
ments referred  to  in  paragraph  one  present  fairly  the  financial 
position  of  such  funds  and  account  groups  of  the  Division  of 
Workers'  Compensation  as  of  June  30,  1981  and  1982,  and  the 
results  of  operations  and  the  changes  in  fund  balance  for  the  two 
fiscal  years  then  ended,  in  conformity  with  generally  accepted 
accounting  principles  which,  except  for  the  change  in  the  method 
of  classifying  funds  as  described  in  Note  IB,  with  which  we  concur, 
have  been  applied  on   a  consistent  basis. 

Our  examination  was  made  for  the  purpose  of  forming  an 
opinion  on  the  basic  financial  statements  taken  as  a  whole.  The 
column  on  the  accompanying  financial  statements  referred  to  in 
paragraph  one     captioned     "Totals     (Memorandum     Only)"     and     the 
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accompanying    schedules   on    pages  58   through   66   are  not  necessary 
for  a  fair  presentation  of  the  financial   statements,    but  are  presented 
as  additional   analytical   data.      The  accompanying  Schedule  of  Federal 
Grants  and  Subgrants   -   Grant  Awards,    Receipts,    and   Expenditures 
for    the    fiscal    years    ended    June  30,    1981    and    1982   are    presented 
for    additional    analysis   and    disclosure    purposes    in    compliance   with 
"Guidelines  for   Financial   and   Compliance  Audits  of   Federally  Assisted 
Programs"     and     is    not    a    required    part    of    the    combined    financial 
statements    for    the    Division   of  Workers'    Compensation.      The   addi- 
tional   information    noted    above    has    been    subjected    to   the   auditing 
procedures    applied    in    the    examination    of    the    combined    financial 
statements     referred     to     in     paragraph  one     and,     in     our    opinion, 
except    for    the    effects    of    the    items   discussed    in    paragraphs  two, 
three,    four,    five,    and    six,    is   fairly   stated   in  all   material   respects 
in    relation    to   the   combined   financial    statements   taken    as   a   whole. 

Respectfully  submitted, 

James   H.    Gillett,    CPA 
Deputy   Legislative  Auditor 

November  5,    1982 


Approved: 


/iirV<^f  K.    Oi^ceTnr^ 


Robert   R.    Ring  wood 
Legislative  Auaitor 
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DIVISION  OF  WORKERS'  COMPENSATION 

COMBINED  BALANCE  SHEET 

ALL  FUND  TYPES  AND  ACCOUNT  GROUPS 

JUNE  30,  1981 


GOVERNMENTAL  FUND  TYPES 


ASSETS 

Cash 

Accounts  Receivable  (Net  of 

Allowance  for  Uncollectibles) 
Investments 
Interest  Purchased 
Property  Held  in  Trust 
Equipment 
Prepayments 

Available  to  Pay  Accrued  Expenditures 
Total  Assets 


General 


$  1,000 


58,712 

4,124 

$63,836 


Special 
Revenue 


$109,142 
34,528 


32,192 


$175,862 


FIDUCIARY 
FUND  TYPE 

Trust 
and  Agency 

$   686,037 

7,371,204 

64,698,400 

84,589 

12,332,656 


$85,172,886 


ACCOUNT  GROUPS 

General 
Fixed   Assets 


$481,472 


$481,472 


TOTALS 
(Memorandum  Only) 


June  30,  1981 


$   796,179 

7,405,732 

64,698,400 

84,589 

12,332,656 

481,472 

90,904 

4,124 


$85,894,056 


LIABILITIES  AND  FUND  BALANCE 

Liabilities 
Accounts  Payable 
Accountability  for 

-  Stale  Dated  Warrants 

-  Property  Held  in  Trust 
Accrued  Expenditures 

Net  Deferred  Losses 
Deferred  Revenue 
Contingent  Liabilities 
Allowance  for  Contingent  Liabilities 
Due  to  Consolidated  Entity 
Total  Liabilities 

Fund  Equity 
Investment  in  General  Fixed  Assets 
Fund  Balance 
Total  Fund  Equity 

Total  Liabilities  and  Fund  Equity 


$  4,124 


59,712 
63,836 


-0- 


$63,836 


$193,492 

$   931,988 

8,503 
16,103,131 

45,324 

(2,884,466) 

1,006 

1,204,635 
423,186 
(423,186) 

239,822 

15,363,791 

$481,472 

(63,960) 

69,809,095 
69,809,095 

-0- 

(63,960) 

481,472 

$175,862 

$85,172,886 

$481,472 

$   1,125,480 

8,503 

16,103,131 

49,448 

(2,884,466) 

1,205,641 

423,186 

(423,186) 

59,712 

15,667,449 


481,472 
69,745,135 
70,226,607 


$85,894,056 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 


37 


DIVISION  OF  WORKERS'  COMPENSATION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCES  -  ALL  GOVERNMENTAL  FUND  TYPES  AND  EXPENDABLE  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


GOVERNMENTAL  FUND  TYPES 


REVENUES: 
Licenses  and  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Reimbursements 
Insurance  Premiums 

Less  Premium  Refund 
Income  Collections  &  Transfers 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Administration 
State  Insurance  Fund 
Insurance  Compliance 
Safety  and  Health 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE  -  JULY  1,  1980 

FUND  BALANCE  -  JUNE  30,  1981 


General  Fund 


■0- 


100,146 
733,994 
834,140 

(834,140) 


153 
833,987 


-0- 

-0- 
$   -0- 


Special  Revenue  Fund 


$   27,113 
1,058,519 


44,883 


2,421,577 

74,193 

3,626,285 


1,405,825 

1,234,900 

387,570 

710,510 

3,738,805 


(112,520) 
166,612 

54,092 
(118,052) 
$   (63,960) 


FIDUCIARY  FUND  TYPE 


Expendable  Trust 


$    36,000 

5,688,178 

865,002 

29,201,593 
(752,748) 


35,038,025 

1,211,627 

26,136,411 

251,642 

27,599,680 
7,438,345 
(225,346) 

7,212,999 

62,596,096 

$69,809,095 


TOTALS 
(Memorandum  Only) 

Year  Ended 
June  30,  1981 


$    27,113 

1,094,519 

5,688,178 

865,002 

44,883 

29,201,593 

(752,748) 

2,421,577 

74,193 

38,664,310 


2,717,598 

27,371,311 

1,373,206 

710,510 


32,172,625 


6,491,685 


(58,581) 
833,987 


7,267,091 

62,478,044 

$69,745,135 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DIVISION  OF  WORKERS'  COMPENSATION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES 

AND  CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  END  JUNE  30,  1981 


Budget 


GENERAL  FUND 


Actual 


Variance- 
Favorable 
(Unfavorable) 


SPECIAL  REVENUE  FUNDS 


Budget 


Actual 


Variance- 
Favorable 
(Unfavorable) 


TOTALS  (Memorandum  Only) 


Budget 


Actual 


Variance- 
Favorable 
(Unfavorable) 


REVENUES : 
Licenses  and  Permits 
Services  Fees 
Reimbursements 

Income  Collections  and  Transfers 
Federal  Assistance 
Total  Revenues 


$   -0- 


$ ^0- 


$ -0- 


$   24,200 
1,180,000 

2,850,000 

94,494 

$4,148,694 


$   27,113 

1,058,519 

44,883 

2,421,577 

74,193 

$3,626,285 


$    2,913 

(121,481) 

44,883 

(428,423) 

(20,301) 

$  (522,409) 


$   24,200 
1,180,000 

2,850,000 

94,494 

4,148,694 


$  27,113 
1,058,519 

44,883 
2,421,577 

74,193 
3,626,285 


$    2,913 

(121,481) 

44,883 

(428,423) 

(20,301) 

(522,409) 


EXPENDITURES: 
Administration 
State  Insurance  Fund 
Insurance  Compliance 
Safety  and  Health 

Total  Expenditures 


124,500 
821,473 
945,973 


100,146 
733,994 
834,140 


24,354 

87,479 
111,833 


1,516,707 

1,405,825 

110,882 

1,641,207 

1,505,971 

135,236 

1,300,899 

1,234,900 

65,999 

1,300,899 

1,234,900 

65,999 

396,910 

387,570 

9,340 

1,218,383 

1,121,564 

96,819 

755,712 

710,510 

45,202 

755,712 

710,510 

45,202 

3,970,228 


3,738,805 


231,423 


4,916,201 


4,572,945 


343,256 


EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 


(945,973) 


(834,140) 


111,833 


178,466 


(112,520) 


(290,986) 


(767,507) 


(946,660) 


(179,153) 


OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  (To)  General  Fund 


153 
945,820 


153 
833,987 


-0- 
(111,833) 


166,612 


166,612 


166,765 
945,820 


166,765 
833,987 


-0- 
(111,833) 


EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 


-0- 


-0- 


345,078 


54,092 


(290,986) 


345,078 


54,092 


(290,986) 


FUND  BALANCE  JULY   1,  1980 
FUND  BALANCE  JUNE  30,  1981 


$   -0- 


$ -0- 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement, 


-0- 


$   -0- 


(118,052) 


(118,052) 


$  227,026     $   (63,960)     $  (290,986) 


(118,052)      (118,052)         -0- 
$  227,026     $   (63,960)     $  (290,986) 
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DIVISION   OF   WORKERS'    COMPENSATION 
NOTES   TO   THE    FINANCIAL   STATEMENTS 
JUNE   30,    1981 

1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 

The  preceding  financial  statements  were  prepared  from  the 
Statewide  Budgeting  and  Accounting  System.  They  include  the 
financial   activity  of  the  Division  of  Workers'   Compensation. 

A.  Basis  of  Presentation 

The  accounts  of  the  state  of  Montana  are,  by  statute,  organized 
into  the  fund  structure  listed  in  section  17-2-102  (temporary), 
MCA.  For  fiscal  year  1981  accounting  transactions  for  the  division 
were  recorded  on  the  basis  of  that  structure.  However,  the 
financial  statement  presentation  is  made  on  the  basis  of  section 
17-2-102  (effective  July   1,    1983),    MCA. 

B .  Fund   Structure 

For  financial   presentation   purposes,   funds  have  been  classified 
in  accordance  with   Governmental   Accounting,   Auditing,   and   Financial 
Reporting,   Statement  1.      The  funds  and  account  groups  presented, 
their    relationship    to   the   state   treasury   fund    structure,    and    their 
purposes  follow. 

1)  General  Fund  -  To  account  for  all  financial  resources  not 
accounted  for  in  another  fund.  This  fund  corresponds 
to  the  state  General  Fund  within  the  state  treasury  fund 
structure. 

2)  Special  Revenue  Fund  -  To  account  for  the  proceeds  of 
specific  revenue  sources  that  are  legally  restricted  to 
expenditure  for  specified  purposes.  Activities  in  this 
fund  incorporate  federal  funds  received  by  the  division 
plus  earmarked  revenue  funds  for  administration  of 
workers'  compensation,  occupational  disease,  crime  victims' 
and  uninsured  employers'   acts. 
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3)  Trust  and  Agency  Funds  -  To  account  for  assets  held 
by  a  governmental  unit  in  a  trustee  capacity  or  as  an 
agent  for  individuals,  private  organizations,  other  govern- 
mental units,  and/or  other  funds.  These  include:  (a) 
Expendable  Trust  Funds  and  (b)  Agency  Funds.  Expen- 
dable trust  funds  include  the  trust  funds  established  to 
pay  wage  loss  and  medical  benefits.  Agency  funds 
include  the  bonds  submitted  by  private  insurance  companies 
which  the  division  is  holding  to  cover  any  liabilities  of 
the  insurer. 

4)  General  Fixed  Assets  -  To  account  for  fixed  assets  and 
equipment  owned  by  the  division.  Fixed  assets  are 
valued     at     historical     cost    or    estimated    historical     cost. 


C.  Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting.  Under  the  modified  accrual  basis  of  accounting, 
revenues  are  recorded  when  received  in  cash,  unless  susceptible 
to  accrual  or  deferral,  and  expenditures  are  recorded  when  a  valid 
obligation  is  incurred.  Revenues  are  susceptible  to  accrual  if  they 
are  measurable  and  available  to  finance  expenditures  of  the  fiscal 
period  or  are  not  received  at  the  normal  time  of  receipt.  Revenues 
are  deferred  if  material  and  received  before  the  "normal"  time  of 
receipt  or  if  received  for  a  particular  activity  and  the  expense  for 
the  activity  has  not  been   incurred   prior  to  fiscal   year-end. 

With  the  following  exceptions  to  the  modified  accrual  basis  of 
accounting,  a  valid  obligation  exists  when  the  associated  liability  is 
incurred: 


-The  liability  amount  associated  with  unused  accumulated 
vacation  and  sick  leave  at  June  30,  1982,  is  maintained  on  an 
hourly  basis  rather  than  by  dollar  amount.  The  monetary 
liability  is  not  calculated  until  an  employee  terminates.  Upon 
termination,  qualifying  employees  are  paid  at  their  current 
pay  rate  for  100  percent  of  accumulated  vacation  and  25  per- 
cent of  unused   sick  leave. 
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-If     the     appropriation     provided     funds     to     complete     a     given 
project,   the  entire  amount  of  a  service  contract  may  be  accrued, 
even  though  the  services  are  rendered   in  fiscal   years  subsequent 
to  the  fiscal   year  in   which  the  expenditure  is  accrued. 

-The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in  which   budgeted. 

-Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year    in    which    the    anticipated    expenditure    is   to   be   accrued. 


D.  Vacation  and  Sick   Leave 

Employees  of  the  division  accumulate  both  vacation  and  sick 
leave.  Employees  are  paid  for  100  percent  of  unused  vacation  and 
25  percent  of  unused  sick  leave  credits  accumulated  after  July  1, 
1971  upon  termination.  Accumulated  unpaid  liabilities  for  vacation 
and  sick  leave  are  not  reflected  in  the  financial  statements  of  the 
Division  of  Workers'  Compensation.  At  June  30,  1981  the  value  of 
the  liability  was  not  readily  determinable.  Expenditures  for  termi- 
nation pay  currently  are  absorbed  in  the  annual  operational  costs 
of  the  division.    . 

E.  Investments 

The  division's  investments  are  made  by  the  State  Board  of 
Investments  and  are  controlled  according  to  statutes  applicable  to 
the  board.  Investments,  except  mortgages,  are  presented  in  the 
balance  sheet  at  original  cost  adjusted  for  discount  and  premium 
amortization  where  applicable.  Mortgages  are  presented  in  the 
balance  sheet  at  par  value   (see  Note  2). 

F.  Bond    Exchanges 

Bond  exchanges  involve  trading  one  security  for  another 
security    having    the   same   par   value   for   the    purpose   of   enhancing 
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portfolio  content  and/or  yield.  The  Board  of  Investment  defers 
gains  and  losses  resulting  from  bond  exchanges  and  amortizes  such 
gains  and  losses  over  the  shorter  of  either  the  remaining  life  of 
the  bonds  sold  or  the  bond  purchased  for  replacement.  As  shown 
in  the  accompanying  financial  statements  at  June  30,  1981,  the 
accumulated  unamortized  deferred  losses  on  bond  exchanges  aggre- 
gated $2,926,896  and  deferred  gains  on  bond  exchanges  amount  to 
$42,430. 

G.  Reserves 

The  State  Compensation  Insurance  Fund  employs  an  indepen- 
dent actuary  to  determine  the  adequacy  of  rates,  reserves,  and 
restricted  fund  balance.  A  copy  of  actuary's  report  as  of  June  30, 
1981  is  included  as  a  part  of  this  report.  .The  foregoing  financial 
statements  have  the  State  Fund's  reserves  netted  into  fund  balance. 
Subsequent  supporting  statements  for  the  State  Fund  have  the 
reserves  detailed   individually. 

H .  Budgets 

The  division  utilizes  a  fixed  annual  basis  of  budgeting. 
Under  the  fixed  annual  method,  appropriations  of  specific  dollar 
amount  are  set  for  each  fiscal  year  of  a  biennium  by  the  Legislature. 
Appropriations  control  the  department's  financial  operations  during 
each  fiscal  year.  At  the  end  of  each  year,  the  division's  General 
Fund  and  Special  Revenue  Fund  appropriations  revert  to  the  fund 
or  original  appropriation.  The  reverted  appropriation  may  be  used 
in  the  subsequent  year  as  authorization  for  valid  prior  year  obliga- 
tions. 
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Budget  amendments  represent  the  authorization  to  spend 
funds  not  available  for  consideration  by  the  Legislature  but  avail- 
able from  other  sources  other  than  the  General  Fund  or  federal 
revenue  sharing  moneys.  Budget  amendments  are  approved  by  the 
Governor  or  his  designee. 
I .    General    Fund   Balance 

The   state's    General    Fund    beginning    and    ending   fund    balance 
on    a   non-consolidated    basis    is   zero   since   any   balance   in    the  fund 
is  owed  to  the  consolidated  entity  at  fiscal   year-end. 
J.    Accounts   Receivable 

The  division   uses  the  allowance  method  to  account  for  uncollect- 
ible accounts   receivable. 
2.       INVESTMENTS 

Following    is   a    summary   of   investments   managed    by  the  Board 
of   Investments  at  June  30,    1981. 
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Carrying  Value    Market  Value 


State  Compensation  Insurance  Fund: 

Mortgages 

Federal  Securities 

Corporate  Bonds 

Unamortized  Premiums 
Unaccumulated  Bond  Discounts 


$  325,538 
5,801,000 
56,633,939 
62,760,477 
40,120 
(3,336,258) 
59.464,339 


$   325,538 

4,171,216 

37,694,825 

42,191,579 


42,191,579 


Volunteer  Firemen's  Fund: 


Federal  Securities 

Corporate  Bonds 

Short  Term  Investment  Pool 

Unamortized  Premiums 
Unaccumulated  Bond  Discounts 


350,000 

2,080,000 

67,462 

2,497,462 

2,405 

(19,266) 

2,480,601 


307,563 

1,422,854 

67,462 

1,797,879 


1,797,879 


Uninsured  Employers'  Fund: 
Short  Term  Investment  Pool 


92,072 


92,072 


Subsequent  Injury  Fund: 

Corporate  Bonds 

Federal  Securities 

Short  Term  Investment  Pool 

Unaccumulated  Bond  Discounts 


2,081,000 

150,000 

72,222 

2,303,222 

(120,389) 

2,182,833 


1,483,232 

131,813 

72,222 

1,687,267 

1,687,267 


Crime  Victims'  Compensation  Fund: 

Federal  Securities 

Short  Term  Investment  Pool 

Unaccumulated  Bond  Discounts 


Net  Investments 


200,000 


175,500 


278 

,790 

278 

,790 

478 

,790 

454 

,290 

478 

(235) 
,555 

454 

,290 

$64 

,698 

,400 

$46 

,223 

,087 
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3.  RETIREMENT    PLAN 

All  employees  of  the  division  are  participants  in  the  Public 
Employees'  Retirement  System.  This  is  a  contributory  plan  whereby 
the  state  contributes  six  and  two-tenths  percent  of  employee  gross 
wages  for  retirement  and  the  employee  contributes  six  percent  of 
his  gross  wages  to  the  plan.  Costs  incurred  by  the  division 
under  this  plan  were  $131,526  in  1981.  Employees  are  also  covered 
by  the  federal  Social   Security  system. 

The  state's  policy  is  to  fund  accrued  pension  costs.  At 
June  30,  1980,  the  Public  Employees'  Retirement  System  was  deter- 
mined to  be  actuarially  sound. 

4.  LEASES 

The     division     made     payments    of    approximately    $126,897    for 
leased   facilities    in   fiscal    year   1981.      Lease  rentals  are  recorded  as 
expenditures  over  the  lease  term  as  they   become  payable.      Commit- 
ments under  lease  agreements,    classified  as  operating   leases  provide 
for  the  following  mimimum   lease  payments: 


1982  $131,175 

1983  51,425 

1984  51,425 
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LIABILITIES  AND  FUND  BALANCE 


DIVISION  OF  WORKERS'  COMPENSATION 

COMBINED  BALANCE  SHEET 

ALL  FUND  TYPES  AND  ACCOUNT  GROUPS 

JUNE  30,  1982 


ASSETS 

Cash 

Accounts  Receivable  (Net  of 

Allowance  for  Uncollectibles) 
Investments 
Interest  Purchased 
Property  Held  in  Trust 
Equipment 
Prepayments 

Expense  Advance  to  Employees 
Available  to  Pay  Accrued  Expenditures 
Total  Assets 


FIDUCIARY 

TOTALS 

GOVERNMENTAL 

FUND  TYPES 

FUND  TYPE 
Trust 

ACCOUNT  GROUPS 
General 

(Memorandum  Only) 

Special 

General 

Revenue 

and  Agency 

Fixed  Assets 

June  30,  1982 

$  1,000 

$169,620 

$   569,440 

$   740,060 

74,637 

8,741,558 

67,570,783 

87,796 

13,876,426 

$665,506 

8,816,195 

67,570,783 

87,796 

13,876,426 

665,506 

63,400 

14,090 
21,833 

77,490 
21,833 

387 

387 

$64,787 

$280,180 

$90,846,003 

$665,506 

$91,856,476 

Liabilities 
Accounts  Payable 
Accountability  for 

Property  Held  in  Trust 
Accrued  Expenditures 
Net  Deferred  Losses 
Deferred  Revenue 
Contingent  Liabilities 
Allowance  for  Contingent  Liabilities 
Due  to  Consolidated  Entity 
Total  Liabilities 

Fund  Equity 
Investment  in  General  Fixed  Assets 
Fund  Balance 
Total  Fund  Equity 

Total  Liabilities  and  Fund  Equity 


$   387 

$220,475 
33,753 

$  2,109,358 
17,726,481 
(5,445,204) 

$  2,330,220 

17,726,481 
33,753 
(5,445,204) 

7,727 

420,548 
1,181,005 
(1,181,005) 

428,275 
1,181,005 
(1,181,005) 

64,400 

64,400 

64,787 

261,955 

14,811,183 

15,137,925 

$665,506 

665,506 

-0- 

18,225 
18,225 

$280,180 

76,034,820 
76,034,820 

$90,846,003 

-0- 

76,053,045 

-0- 

665,506 
$665,506 

76,718,551 

$64,787 

$91,856,476 

The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DIVISION  OF  WORKERS'  COMPENSATION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES,  AND 

CHANGES  IN  FUND  BALANCES  -  ALL  GOVERNMENTAL  FUND  TYPES  AM)  EXPENDABLE  TRUST  FUNDS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


GOVERNMENTAL  FUND  TYPES 


REVENUES: 
Licenses  and  Permits 
Service  Fees 
Investment  Earnings 
Fines 

Reimbursements 
Insurance  Premiums 

Less  Premium  Refund 
Income  Collections  &  Transfers 
Federal  Assistance 
Total  Revenues 

EXPENDITURES: 
Administration 
State  Insurance  Fund 
Insurance  Compliance 
Safety  and  Health 

Total  Expenditures 

EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 

OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  (To)  General  Fund 

EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 

FUND  BALANCE  -  JULY   1,  1981 

FUND  BALANCE  -  JUNE  30,  1982 


General  Fund 


-0- 


91,438 
766,048 
857,486 

(857,486) 


9,993 
847,493 


-0- 
■0- 
■0- 


Special  Revenue  Fund 


$   29,547 
1,050,386 


45,967 


4,411,160 

65,156 

5,602,216 


2,767,023 

1,595,297 

424,661 

745,504 

5,532,485 


69,731 
12,454 

82,185 
(63,960) 
$   18,225 


FIDUCIARY  FUND  TYPE 


Expendable  Trust 


$    42,000 

6,274,763 

615,502 

34,524,932 
(2,001,057) 


39,456,140 

590,170 

32,400,406 

291,481 

33,282,057 

6,174,083 

51,642 

6,225,725 

69,809,095 

$76,034,820 


TOTALS 
(Memorandum  Only) 

Year  Ended 
June  30,  1982 


$    29,547 

1,092,386 

6,274,763 

615,502 

45,967 

34,524,932 

(2,001,057) 

4,411,160 

65,156 

45,058,356 


3,448,631 

33,995,703 

1,482,190 

745,504 


39,672,028 


5,386,328 


74,089 
847,493 


6,307,910 

69,745,135 

$76,053,045 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DIVISION  OF  WORKERS'  COMPENSATION 

COMBINED  STATEMENT  OF  REVENUES,  EXPENDITURES 

AND  CHANGES  IN  FUND  BALANCE  -  BUDGET  AND  ACTUAL 

GENERAL  AND  SPECIAL  REVENUE  FUND  TYPES 

FOR  THE  FISCAL  YEAR  END  .JUNE  30,  1982 


GENERAL  FUND 


SPECIAL  REVENUE  FUNDS 


TOTALS  (Memorandum  Only) 


Budget 


Actual 


Variance- 
Favorable 
(Unfavorable) 


Budget 


Actual 


Variance- 
Favorable 
(Unfavorable) 


Budget 


Actual 


Variance- 
Favorable 
(Unfavorable) 


REVENUES : 
Licenses  and  Permits 
Services  Fees 
Reimbursements 

Income  Collections  and  Transfers 
Federal  Assistance 
Total  Revenues 


$ -0- 


$ ^0- 


$ -0- 


$    24,700 
1,500,000 

3,500,000 

88,457 

$  5,113,157 


$   29,547 

1,050,386 

45,967 

4,411,160 

65,156 

$5,602,216 


$    4,847 
(449,614) 

45,967 
911,160 
(23,301) 
$  489,059 


$    24,700 
1,500,000 

3,500,000 

88,457 

5,113,157 


$  29,547 
1,050,386 

45,967 
4,411,160 

65,156 
5,602,216 


4,847 

(449,614) 

45,967 

911,160 

(23,301) 

489,059 


EXPENDITURES: 
Administration 
State  Insurance  Fund 
Insurance  Compliance 
Safety  and  Health 

Total  Expenditures 


111,415 
794,734 
906,149 


91,438 
766,048 
857,486 


19,977 
28,686 
48,663 


3,314,861 

2,767,023 

547,838 

3,426,276 

2,858,461 

567,815 

1,621,612 

1,595,297 

26,315 

1,621,612 

1,595,297 

26,315 

452,273 

424,661 

27,612 

1,247,007 

1,190,709 

56,298 

791,168 

745,504 

45,664 

791,168 

745,504 

45,664 

6,179,914 


5,532,485 


647,429 


7,086,063 


6,389,971 


696,092 


EXCESS  OF  CURRENT  REVENUES  OVER 
(UNDER)  CURRENT  EXPENDITURES 


(906,149) 


(857,486) 


48,663 


(1,066,757) 


69,731 


1,136,488 


(1,972,906) 


(787,755) 


1,185,151 


OTHER  FINANCING  SOURCES  (USES): 
Prior  Year  Adjustments 
Support  From  (To)  General  Fund 


9,993 
896,156 


9,993 
847,493 


-0- 
(48,663) 


12,454 


12,454 


-0- 


22,447 
896,156 


22,447 
847,493 


-0- 
(48,663) 


EXCESS  OF  REVENUES  OVER  (UNDER) 
EXPENDITURES  AND  OTHER  SOURCES 
(USES) 


-0- 


-0- 


(1,054,303) 


82,185 


1,136,488 


(1,054,303) 


82,185 


1,136,488 


FUND  BALANCE  JULY  1,  1981 
FUND  BALANCE  JUNE  30,  1982 


$   -0- 


$   -0- 


■0- 


$  -0- 


(63,960) 


(63,960) 


$(1,118,263)    $   18,225 


-0- 


$1,136,488 


(63,960) 


(63,960) 


$(1.118,263)    $   18,225 


■0- 


$1,136,488 


The  notes  to  the  financial  statements  are  an  integral  part  of  this  statement. 
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DIVISION   OF  WORKERS'    COMPENSATION 
NOTES   TO   THE    FINANCIAL   STATEMENTS 
JUNE  30,    1982 

1.      SUMMARY   OF   SIGNIFICANT   ACCOUNTING   POLICIES 

The  preceding  financial  statements  were  prepared  from  the 
Statewide  Budgeting  and  Accounting  System.  They  include  the 
financial   activity  of  the  Division  of  Workers'   Compensation. 

A.  Basis  of  Presentation 

The  accounts  of  the  state  of  Montana  are,  by  statute,  organized 
into  the  fund  structure  listed  in  section  17-2-102  (temporary), 
MCA.  For  fiscal  year  1982  accounting  transactions  for  the  division 
were  recorded  on  the  basis  of  that  structure.  However,  the 
financial  statement  presentation  is  made  on  the  basis  of  section 
17-2-102   (effective  July   1,    1983),   MCA. 

B .  Fund  Structure 

For  financial   presentation   purposes,   funds  have  been  classified 
in  accordance  with   Governmental   Accounting,    Auditing,    and   Financial 
Reporting,    Statement  1.      The  funds  and  account  groups   presented, 
their    relationship    to   the   state   treasury   fund    structure,    and   their 
purposes  follow. 

1)  General  Fund  -  To  account  for  all  financial  resources  not 
accounted  for  in  another  fund.  This  fund  corresponds 
to  the  state  General  Fund  within  the  state  treasury  fund 
structure. 

2)  Special  Revenue  Fund  -  To  account  for  the  proceeds  of 
specific  revenue  sources  that  are  legally  restricted  to 
expenditure  for  specified  purposes.  Activities  in  this 
fund  incorporate  federal  funds  received  by  the  division 
plus  earmarked  revenue  funds  for  administration  of 
workers'  compensation,  occupational  disease,  crime  victims' 
and   uninsured  employers'   acts. 
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3)  Trust  and  Agency  Funds  -  To  account  for  assets  held 
by  a  governmental  unit  in  a  trustee  capacity  or  as  an 
agent  for  individuals,  private  organizations,  other  govern- 
mental units,  and/or  other  funds.  These  include:  (a) 
Expendable  trust  funds  and  (b)  Agency  funds.  Expendable 
trust  funds  include  the  trust  funds  established  to  pay 
wage  loss  and  medical  benefits.  Agency  funds  include 
the  bonds  submitted  by  private  insurance  companies 
which  the  division  is  holding  to  cover  any  liabilities  of 
the  insurer. 

4)  General  Fixed  Assets  -  To  account  for  fixed  assets  and 
equipment  owned  by  the  division.  Fixed  assets  are 
valued     at     historical     cost    or    estimated    historical    cost. 


C .  Basis  of  Accounting 

The  state  of  Montana  utilizes  the  modified  accrual  basis  of 
accounting.  Under  the  modified  accrual  basis  of  accounting, 
revenues  are  recorded  when  received  in  cash,  unless  susceptible 
to  accrual  or  deferral,  and  expenditures  are  recorded  when  a  valid 
obligation  is  incurred.  Revenues  are  susceptible  to  accrual  if  they 
are  measurable  and  available  to  finance  expenditures  of  the  fiscal 
period  or  are  not  received  at  the  normal  time  of  receipt.  Revenues 
are  deferred  if  material  and  received  before  the  "normal"  time  of 
receipt  or  if  received  for  a  particular  activity  and  the  expense  for 
the  activity  has   not  been   incurred   prior  to  fiscal   year-end. 

With  the  following  exceptions  to  the  modified  accrual  basis  of 
accounting,  a  valid  obligation  exists  when  the  associated  liability  is 
incurred : 


-The  liability  amount  associated  with  unused  accumulated 
vacation  and  sick  leave  at  June  30,  1982,  is  maintained  on  an 
hourly  basis  rather  than  by  dollar  amount.  The  monetary 
liability  is  not  calculated  until  an  employee  terminates.  Upon 
termination,  qualifying  employees  are  paid  at  their  current 
pay  rate  for  100  percent  of  accumulated  vacation  and  25  per- 
cent of  unused   sick  leave. 
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-If     the     appropriation     provided     funds     to     complete     a     given 
project,   the  entire  amount  of  a  service  contract  may  be  accrued 
even  though  the  services  are   rendered   in  fiscal   years  subsequent 
to  the  fiscal   year  in  which  the  expenditure  is  accrued. 

-The  anticipated  cost  of  equipment  is  expensed  in  the  fiscal 
year  in   which   budgeted. 

-Goods  ordered,  but  not  received  as  of  the  fiscal  year-end, 
may  be  accrued  if  the  purchase  order  was  issued  in  the  fiscal 
year    in    which    the    anticipated    expenditure   is   to   be   accrued. 


D.  Vacation  and  Sick   Leave 

Employees  of  the  division  accumulate  both  vacation  and  sick 
leave.  Employees  are  paid  for  100  percent  of  unused  vacation  and 
25  percent  of  unused  sick  leave  credits  upon  termination.  Accumu- 
lated unpaid  liabilities  for  vacation  and  sick  leave  are  not  reflected 
in  the  financial  statements  of  the  Division  of  Workers'  Compensation. 
At  June  30,  1982  the  value  of  the  liability  was  not  readily  determin- 
able. Expenditures  for  termination  pay  currently  are  absorbed  in 
the  annual  operational   costs  of  the  division. 

E.  Investments 

The  division's  investments  are  made  by  the  State  Board  of 
Investments  and  are  controlled  according  to  statutes  applicable  to 
the  board.  Investments,  except  mortgages,  are  presented  in  the 
balance  sheet  at  original  cost  adjusted  for  discount  and  premium 
amortization  where  applicable.  Mortgages  are  presented  in  the 
balance  sheet  at  par  value  (see  Note  2). 

F.  Bond    Exchanges 

Bond  exchanges  involve  trading  one  security  for  another 
security  having  the  same  par  value  for  the  purpose  of  enhancing 
portfolio    content    and/or    yield.       The    Board    of    Investment    defers 
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gains  and  losses  resulting  from  bond  exchanges  and  amortizes  such 
gains  and  losses  over  the  shorter  of  either  the  remaining  life  of 
the  bonds  sold  or  the  bond  purchased  for  replacement.  As  shown 
in  the  accompanying  financial  statements  at  June  30,  1982,  the 
accumulated  unamortized  deferred  losses  on  bond  exchanges  aggre- 
gated $5,489,762  and  deferred  gains  on  bond  exchanges  amount  to 
$44,558. 

G.  Reserves 

The  State  Compensation  Insurance  Fund  employs  an  indepen- 
dent actuary  to  determine  the  adequacy  of  rates,  reserves  and 
restricted  fund  balance.  A  copy  of  actuary's  report  as  of  June  30, 
1982  is  included  as  a  part  of  this  report.  The  foregoing  financial 
statements  have  the  State  Fund's  reserves  netted  into  fund  balance. 
Subsequent  supporting  statements  for  the  State  Fund  have  the 
reserves  detailed   individually. 

H .  Budgets 

The  division  utilizes  a  fixed  annual  basis  of  budgeting. 
Under  the  fixed  annual  method,  appropriations  of  specific  dollar 
amount  are  set  for  each  fiscal  year  of  a  biennium  by  the  Legislature. 
Appropriations  control  the  department's  financial  operations  during 
each  fiscal  year.  At  the  end  of  each  year,  the  division's  General 
Fund  and  Special  Revenue  Fund  appropriations  revert  to  the  fund 
of  original  appropriation.  The  reverted  appropriation  may  be  used 
in  the  subsequent  year  as  authorization  for  valid  prior  year  obliga- 
tions. 

Budget     amendments     represent     the     authorization     to     spend 
funds  not  available  for  consideration   by  the   Legislature  but  available 
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from   other  sources  other  then  the  General    Fund  or  federal   revenue 
sharing  moneys.      Budget  amendments  are  approved   by  the  Governor 
or  his  designee. 

I .    General    Fund   Balance 

The    state's    General    Fund    beginning    and    ending    fund    balance 
on    a   non-consolidated    basis    is   zero   since   any    balance   in    the  fund 
is  owed  to  the  consolidated  entity  at  fiscal   year-end. 
J .    Accounts   Receivable 

The  division   uses  the  allowance  method   to  account  for  uncollect- 
ible accounts   receivable. 
2.       INVESTMENTS 

Following    is   a    summary   of   investments   managed    by  the   Board 
of   investments  at  June  30,    1982. 
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Carrying  Value    Market  Value 


State  Compensation  Insurance  Fund: 

Mortgages 

Federal  Securities 

Corporate  Bonds 

Unamortized  Premiums 
Unaccumulated  Bond  Discounts 


$  302,914 
6,621,000 
61,122,739 
68,046,653 
37,291 
(6,241,446) 
61,842,498 


$   302,914 

5,079,199 

40,337,565 

45,719,678 


45,719,678 


Volunteer  Firemen's  Fund: 


Federal  Securities 

Corporate  Bonds 

Short  Term  Investment  Pool 

Deferred  Comp  Variable  Annuity 

Unamortized  Premiums 
Unaccumulated  Bond  Discounts 


350,000 

2,380,000 

42,747 

248 

2,772,995 
2,309 
(105,610) 
2,669,694 


319,158 

1,660,152 

41,372 

248 

2,020,930 


2,020,930 


Uninsured  Employers'  Fund: 
Short  Term  Investment  Pool 


253,282 


250,930 


Subsequent  Injury  Fund: 

Corporate  Bonds 

Federal  Securities 

Short  Term  Investment  Pool 

Unaccumulated  Bond  Discounts 


2,281,000 

150,000 

79,857 

2,510,857 

(290,866) 
2,219,991 


1,664,670 

136,782 

79,146 

1,880,598 


1,880,598 


Crime  Victims'  Compensation  Fund: 

Federal  Securities 

Short  Term  Investment  Pool 

Unaccumulated  Bond  Discounts 


Net  Investments 


400,000 


384,000 


185 

,472 

179, 

,878 

585 

,472 

563. 

,878 

585 

(154) 
,318 

563. 

,878 

$67 

,570 

,783 

$50 

,436. 

,014 
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3.  RETIREMENT   PLAN 

All  employees  of  the  division  are  participants  in  tine  Public 
Employees'  Retirement  System.  This  is  a  contributory  plan  whereby 
the  state  contributes  six  and  two-tenths  percent  of  employee  gross 
wages  for  retirement  and  the  employee  contributes  six  percent  of 
his  gross  wages  to  the  plan.  Costs  incurred  by  the  division 
under  this  plan  were  $150,875  in  1982.  Employees  are  also  covered 
by  the  federal  Social   Security  system. 

The  state's  policy  is  to  fund  accrued  pension  costs.  At 
June  30,  1982,  the  Public  Employees'  Retirement  System  was  deter- 
mined to  be  actuarially  sound. 

4.  LEASES 

The     division     made     payments    of    approximately    $126,897    for 
leased    facilities    in    fiscal    year   1982.      Lease  rentals  are  recorded  as 
expenditures  over  the  lease  term  as  they  become  payable.      Commit- 
ments under  lease  agreements,    classified  as  operating   leases   provided 
for  the  following  mimimum   lease  payments: 


1983  $108,372 

1984  68,497 


Capital    equipment    leases    for    photocopy    machine    and    an    IBM 
display    station    provide    for   the   following    minimum    lease   payments: 


1983  $  9,276 

1984  9,276 

1985  6,054 

1986  2,832 

1987  944 
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5.      BUILDING 

The  47th  Legislature  appropriated  funds  for  the  construction 
of  a  Workers'  Compensation  Building.  Annual  payments  on  the 
building  are  expensed  in  the  division's  operating  budget.  The 
annual  payment  for  fiscal  year  1982  was  $1,186,362.  Obligations 
on  the  building   are  as  follows: 


1983  $640,168.10 

1984  608,026.10 

1985  575,884.10 

1986  543,742.10 

1987  511,600.10 

1988  483,208.00 

1989  456,423.00 

1990  429,369.60 

1991  402,331.60 

1992  374,149.60 

1993  345,699.20 

1994  316,172.00 

1995  292,556.00 


The    long-term    debt    associated    with    the    building    is    reported 
on    the    financial    statements    of    the    Department    of    Administration. 
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DIVISION  OF  WORKERS'  COMPENSATION 
SCHEDULE  OF  FEDERAL  GRANTS  AND  SUBGRANTS 
GRANT  AWARDS,  RECEIPTS,  AND  EXPENDITURES 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1981 


Grant  Name  and  Number 


U.S.  Department  of: 


Grant  Award    Receipts   Expenditures 


Labor: 
Mine  Safety  and  Health  Adminis- 
tration -  Training  &  Education  of 
Miners,  Operators  and  Agents  in 
Mine  Health  and  Safety  #G2690213 


$37,900 


$28,107 


$24,988 


Occupational  Safety  and  Health 
Administration  -  7(c)i  On-Site 
Consultation  (OSHA/1508)  - 
#J9F-0981 


94,423 


44,834 


44,834 


Bureau  of  Labor  Statistics  - 
OSHA  Statistical  Grant  Program 
#08-81-40-03-80 


52,315 


37,986 


42,916 


Subgrants  from  Employment  Security 

Division 

CETA  Contract  #328-0-8715 
CETA  Contract  #328-1-2706 
CETA  Contract  #327-1-1702 


7,844 

2,633 

2,600 

6,069 

2,619 

2,619 

4,226 

2,848 

2,848 

Grant  award  amounts  are  based  on  federal  fiscal  year.  Grant  receipts  are 
included  on  the  financial  statements  as  "Reimbursements"  and  "Federal 
Assistance. " 
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DIVISION  OF  WORKERS'  COMPENSATION 

SCHEDULE  OF  FEDERAL  GRANTS  AND  SUBGRANTS 

GRANT  AWARDS,  RECEIPTS.  AND  EXPENDITURES 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1982 


Grant  Award    Receipts   Expenditures 


Grant  Name  and  Number 


U.S.  Department  of: 


Labor: 
Mine  Safety  and  Health  Adminis- 
tration -  Training  &  Education  of 
Miners,  Operators  and  Agents  in 
Mine  Health  and  Safety  //G2690213 


$34,119 


$30,714 


$32,209 


Occupational  Safety  and  Health 
Administration  -  7(c)i  On-Site 
Consultation  (OSHA/1508)  - 
#J9F2-0981 


71,600 


45,719 


45,719 


Bureau  of  Labor  Statistics  - 
OSHA  Statistical  Grant  Program 
#08-81-40-02-82 


37,200 


34,442 


34,442 


Grant  award  amounts  are  based  on  federal  fiscal  year.  Grant  receipts  are 
included  on  the  financial  statements  as  "Reimbursements"  and  "Federal 
Assistance . " 
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SCHEDULE  OF  ASSETS,  LIABILITIES,  ANI)  FUND  BALANCE 

(Excluding  State  Insurance  Fund) 

JUNE  30,  1982 


Earmarked 
Revenue  Fund 


Federal  &  Private 
Revenue  Fund 


Federal  & 
Private 

Grant 
Clearance 

Fund 


Agency  Fund 


General     Division       Mine      OSHA      Uncleared    Insurance 
Fund    Administration   Safety  Statistics   Collections   Liquidation 


ASSETS 

Cash 

$  1,000 

$166,622 

$  2,664 

$  334 

Receivables 

-0- 

49,568 

16,879 

8,190 

Inter-Entity  Loans  Recvbl. 

-0- 

19,500 

-0- 

-0- 

Investments 

-0- 

-0- 

-0- 

-0- 

Interest  Purchased 

-0- 

-0- 

-0- 

-0- 

Property  Held  in  Trust 

-0- 

-0- 

-0- 

-0- 

Expense  Advances  to  Employees 

21,833 

-0- 

-0- 

Other  Prepayments 

63,400 

14,090 

-0- 

-0- 

Available  to  Pay  Accrued 

Expenditures 

387 

$64,787 

-0- 

-0- 

-0- 

TOTAL  ASSETS 

$271,613 

$19,543 

$8,524 

LIABILITIES 

$18 
-0- 
-0- 
-0- 
-0- 
-0- 
-0- 
-0- 

-0- 
$18 


$ 


-0- 
-0- 
-0- 
-0- 
-0- 
11,704,000 
-0- 
-0- 

-0- 


Volunteer 
Firemen 


$  2,663 
-0- 
-0- 
2,669,694 
-0- 
-0- 
-0- 
-0- 

-0- 


Subsequent 
Injury 


Crime 
Uninsured  Victims 
Employers   Comp. 


$ 


4,094 
-0- 
-0- 
2,219,991 
2,147 
-0- 
-0- 
-0- 

-0- 


$  10,793 
44,731 
-0- 
253,282 
-0- 
-0- 
-0- 
-0- 

-0- 


1 


$  26,727 
-0- 
-0- 
585,318 
-0- 
-0- 
-0- 
-0- 

-0- 


$11,704,000   $2,672,357   $2,226,232   $308,806   $612,045 


Inter-Entity  Loans  Payable 
Accounts  Payable 
Accrued  Support  Expenditures 
Contingent  Liabilities 
Allowance  for  Contingent 

Liabilities 
Deferred  Revenue 
Deferred  Losses 
Bonds  Held  in  Trust 
Due  to  Consolidated  Entity 

FUND  BALANCE 

TOTAL  LIABILITIES  AND 
FUND  BALANCE 


-0- 

$   -0- 

$19,000 

$  500 

$-0- 

$ 

-0- 

$    -0- 

387 

217,733 

1,645 

1,097 

18 

-0- 

-0- 

-0- 

33,399 

333 

21 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

821 

-0- 

6,906 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

(58,654) 

-0- 

-0- 

-0- 

-0- 

-0- 

11, 

,704,000 

-0- 

64,400 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0-  $   -0- 
1,103        13 
-0-        -0- 
267,206    789,852 


$  -0- 
41,641 
-0- 
123,947 


(267,206)  (789,852)  (123,947) 
-0-        -0-        -0- 

(267,175)  -0-  -0- 
-0-  -0-  -0- 
-0-        -0-        -0- 


$64,787 


19,660 


$271,613 


(1,435) 


-0- 


-0- 


$19,543    $8,524 


$18 


2,731,011 


2,492,304^   308,793^   570,404^ 


$11,704,000   $2,672,357   $2,226,232   $308,806   $612,045 


An  allowance  for  uncollectibles  of  70%  has  been  deducted. 

In  order  to  determine  operating  Fund  Balance,  Allowance  for  Contingent  Liabilities  (reserves)  must  be  subtracted  from  this  figure. 
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SCHEDULE  OF  CHANGES  IN  FUND  BALANCE 


FUND  BALANCE,  JULY  1,  1981 


(Excluding 

State  Insurance  Fund) 

FISCAL  YEAR  ENDED  JUNE  30,  1982 

Earmarked 
Revenue  Fund 

Division 
Administration 

Federal  &  Private 
Revenue  Fund 

General 
Fund 

Mine         OSHA 
Safety     Statistics 

$   -0- 

$   (63,960) 

$  -0-        $  -0- 

Agency 

Fund 

Volunteer 
Firemen 

Subsequent 
Injury 

Uninsured 
Employers 

$142,993 

Crime 

Victims ' 

Comp. 

$2,481,484 

$2,301,911 

$509,400 

ADDITIONS 
Legislative  Appropriations  $906,149 

Receipts: 

Licenses  &  Permits 

Service  Fees 

Fines 

Reimbursements 

Income  Collections  &  Transfers 

Investment  Earnings 

Fiduciary  &  Trust 

Federal  Assistance 

TOTAL  ADDITIONS  &  FUND  BALANCE 

DEDUCTIONS 
Support  Expenditures 
Withdrawals 
Benefits 
Reversions 

TOTAL  DEDUCTIONS  $916,142 

PRIOR  YEAR  ADJUSTMENTS 

Revenue  $   -0- 
Expenditures  (9,993) 

TOTAL  ADJUSTMENTS  $  9,993 

FUND  BALANCE  JUNE  30,  1982  $  -0- 


-0- 


$  -0- 


$  -0- 


-0- 


$   -0- 


$5,465,834    $32,209 


(10) 
(12,404) 


$  -0- 


(60) 


$   12,394    $ 


60 


$   19,660    $(1,435) 


$34,442 


$  -0- 
-0- 

$  -0- 

$  -0- 


$   291,481    $   22,463 


-0- 

(604) 


$ 


604 


-0- 
-0- 


$ 


-0- 


$2,731,011    $2,492,304 


$(13,081) 
(26,162) 
$  13,081 


$  -0- 


-0- 

29,547 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

1,050,386 

-0- 

-0- 

-0- 

-0- 

42,000 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

275,684 

339,818 

-0- 

45,967 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

4,411,160 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

243,859 

212,856 

18,915 

40,269 

-0- 

-0- 

-0- 

-0- 

296,545 

-0- 

54,580 

10,164 

-0- 

-0- 

30,714 
$30,714 

34,442 
$34,442 

-0- 

-0- 

-0- 

-0- 

$906,149 

$5,473,100 

$3 

,021,888 

$2 

,514,767 

$534,172 

$899,651 

$  9,768 

$5,465,834 

$32,209 

$34,442 

$ 

-0- 

$ 

-0- 

$   -0- 

$  -0- 

-0- 

-0- 

-0- 

-0- 

291,481 

22,463 

238,460 

329,247 

847,718 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

58,656'"^ 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

-0- 

$238,460    $329,247 


-0- 
■0- 


$    -0- 


$308,793    $570,404 


"Expenses  pertaining  to  the  fiscal  year  that  were  not  accrued  at  year-end  may  be  paid 
from  the  reversions. 


The  division  administers  various  restricted  accounting  entities  within  each  fund.   Gen- 
erally, the  names  of  the  accounts  specify  the  purpose  for  which  the  account  is  used. 

This  statement  illustrates  the  year's  receipt  and  disbursement  activity  upon  the  beginning 
fund  balance  for  each  of  the  accounting  entities. 
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STATE  COMPENSATION  INSURANCE  FUND 
SCHEDULE  OF  ASSETS,  LIABILITIES,  RESERVES  AND  FUND  BALANCE 

JUNE  30,  1982 

ASSETS 


Cash  in  Treasury 

Premium  Due  and  Billed 

Unbilled  Premium  Receivable 

Notes  Receivable 

Adjusted  Accounts  Receivable 

Property  Held  in  Trust 

Investments : 
Mortgages 

Federal  Securities 
Corporate  Bonds 
Commercial  Paper 
Securities  on  Loan 

Plus:   Unamortized  Premiums 
Interest  Purchased 

Less:   Unaccumulated  Bond  Discounts 

Net  Investments 

TOTAL  ASSETS 


$   302,914 

6,621,000 

60,422,739 

500,000 

200,000 

$    37,291 
85,649 


$68,046,653 

122,940 
(6,241,446) 


$  525,145 
836,099 

7,450,238 
153,875 
256,615 

2,172,426 


61,928,147 


$73.322,545 


LIABILITIES,  RESERVES  AND  FUND  BALANCE 


LIABILITIES 
Dividends  Payable  Prior  Year 
Dividends  Payable  Current  Year 
Adjusted  Accounts  Payable 
Advance  Deposits 
Advance  Premium  Collections 
Deferred  Revenue  on  Bond  Exchanges 
Deferred  Costs  on  Bond  Exchanges 

CLAIM  RESERVES 
Compensation  Benefits 
Medical  Benefits 
Medical  Only  Benefits 

FUND  BALANCE 
Restricted: 
Provision  for  Claim  Fluctuation 
Provision  for  Medical  and 

Hospital  Cost  Fluctuation 
Provision  for  Rate  Stabilization 
Provision  for  Catastrophes 
Provision  for  Changes  in  Security  Valuation 

TOTAL  LIABILITIES,  RESERVES  AND  FUND  BALANCE 


$    56,500 

2,001,057 

9,026 

6,022,481 

420,548 

40,219 

(5.159,594) 


53,081,152 

10,539,397 

572,000 


1,272,575 

600,000 

731,448 

2,400,000 

735,736 


$  3,390,237 


64,192,549 


5.739.759 
$73,322.545 
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STATE  COMPENSATION  INSURANCE  FUND 
SCHEDULE  OF  OPERATIONS  AND  CHANGES  IN  RESERVES 
FOR  FISCAL  YEAR  ENDED  JUNE  30,  1982 

INCOME 

Net  Premium  $33,130,446 

Current  Year  Unbilled  Premium  $  7,450,238 

Less:   Prior  Year  Unbilled  Premium 

Received  in  Current  Year  (6,849,008)       601,230 

Total  Earned  Premium  33,731,676 

Interest  Earnings  on  Investments  5,758,864 

Other  Income  431 ,967 

Total  Current  Year's  Income  39,922,507 

Prior  Year's  Adjustments,  Net  37 ,957 

Total  Income  $39,960,464 


EXPENSES 

Claims  Expenses: 

Compensation  Benefits  $18,994,422 

Medical  Benefits  8,438,557 

Total  Claims  Expenses  27,432,979 

Other  Expenses: 

Administrative  Assessment  4,452,054 

Bad  Debts  267,931 

Rehabilitation  Assessment  162,380 

Structured  Settlements  -  Interest  85,062 

Total  Other  Expenses  4,967,427 
Total  Expenses                                              32,400,406 

RESULTS  OF  OPERATIONS  BEFORE  CHANGES  IN  RESERVE  7,560,058 

Less : 
Changes  in  Reserve: 
Compensation  Benefits  3,500,802 

Medical  Benefits  2,558,199      6,059,001 

RESULTS  OF  OPERATION  AFTER  CHANGES  IN  RESERVES  1,501,057 

Changes  in  Fund  Balance: 
Increases : 

Provisions  for  Changes  in  Rate  Stabilization  (324,055) 

Decrease : 
Provisions  for  Changes  in  Security  Valuation  824,055 

Total  Deductions  500,000 

AVAILABLE  FOR  FISCAL  YEAR  1982  DIVIDENDS  $  2,001,057 
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STATE  COMPENSATION  INSURANCE  FUND 
SCHEDULE  OF  CHANGES  IN  FUND  BALANCE 
FOR  FISCAL  YEAR  ENDED  JUNE  30,  1982 


Fund  Balance,  Beginning  of  Year  (as  restated)  $6,239,759 

Increases  in  Fund  Balance: 

Current  Year's  Results  of  Operations  1 ,501 ,057 

Fund  Balance  Before  Dividends  Payable  $7,740,816 

Dividends  Payable  for  Fiscal  Year  1982  2,001,057 

Fund  Balance,  End  of  Year  $5,739,759 


The  preceding  schedules  reflect  the  financial  activity  and  condi- 
tions of  the  State  Fund  for  the  fiscal  year  ended  June  30,  1982. 

The  schedule  of  assets,  liabilities,  reserves,  and  fund  balance 
shows  the  financial  status  of  the  fund  as  of  June  30,  1982.  The 
changes  in  claim  reserves  and  fund  balance  accounts  were  either 
calculated  or  reviewed  by  an  independent  actuary.  Based  on  the 
actuary's  recommendation,  the  previously  used  reserve  accounts  for 
"unreported  claims,"  "reopened  claims,"  and  "claims  expense"  are 
not  shown  on  the  balance  sheet  as  separate  items,  but  are  included 
in  the  other  "claim  reserve"  accounts  shown  on  the  balance  sheet. 

The  schedule  of  operations  and  changes  in  reserves  shows  the  fund's 
financial  activity  during  the  year. 
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COMPARATIVE  SCHEDULE  OF  SOURCES  OF  REVENUE 

(EXCLUDING  STATE  INSURANCE  FUND) 

FISCAL  YEARS  ENDED  JUNE  30,  1982  AND  JUNE  30,  1981 


1982 


$ 


Licenses  &  Permits: 

Engineer  Licenses 
Service  Fees: 

Copies  of  Documents 

Plan  I  Assessments 

Plan  II  Assessments 

Crime  Victims  Association 

Uninsured  Employers  Assessments 

Fatality  Assessments 
Total  Assessments 
Less  Transfers  To: 
Workers'  Comp.  Judge 
Commissioner  of  Labor 
Investment  Earnings: 

Corporate  Bonds 

Industrial  Bonds 

Railroad  Equipment  Trusts 

Public  Utility  Securities 

Federal  Agencies 

Annual  Modified  Income 

Short-Term  Investment  Pool 
Fines : 

Motor  Vehicle 

Civil  Penalties 
Reimbursements : 

On-Site  Consultation 

Jury  Duty  &  Witness  Fees 
Fiduciary  &  Trust: 

Penalties  &  Interest 

Bad  Debts  Recovered 

Recovery 

Firemen's  Relief  Fund  Contributions 

Subrogation 
Income  Collection  &  Transfers: 

State  Compensation  Insurance  Fund  $4 
Less  Transfers  To: 
Workers'  Comp.  Judge 
Commissioner  of  Labor 

Workers'  Compensation  Dividend     

Federal  Assistance: 

Federal  Department  of  Labor: 
Survey  Program  $ 

Mining  Education 

CETA-PSE  

TOTAL  REVENUES 


3,599 

285,362 

871,055 

41,640 

54,434 

42^000 


$1 

,298,090 

(198,065) 

(7,639) 

$ 

2,410 

280,101 

8,600 

103,817 

83,658 

4,036 

33,277 

$ 

287,454 

328,048 

$ 

45,719 

248 

$ 

122 

54,466 

6,851 

296,545 

3,305 

,477,376 

(46,460) 
(20,906) 
1,150 


34,442 
30,714 
-0- 


$   29,547 


1,092,386 


515,899 

615,502 

45,967 


361,289 


4,411,160 


$7 


65,156 
,136,906 


1981 


$   27,113 


$    2,656 

287,668 

636,338 

50,536 

229,140 

36,000 

$1,242,338 

(143,686) 

(4,133) 

1,094,519 

$       90 

214,430 

31,387 

78,528 

78,803 

594 

46,384 

450,216 

$  196,991 
668,011 

$   44,883 
-0- 


$ 


282 

50,837 

133,585 

275,408 

-0- 


$2,471,349 


(41,476) 

(10,875) 

2,579 


37,986 

28,107 

8,100 


865,002 
44,883 


460,112 


2,421,577 


74_j_193 


$5,437,615 


This  schedule  identifies,  by  source  of  revenue,  the  receipts  collected  during  the  fiscal 
years  ended  June  30,  1982  and  June  30,  1981.   All  funds,  except  the  General  Fund,  receive 
revenue  collected  by  the  division  from  outside  sources.   Disbursements  cannot  be  made 
until  the  division  collects  and  deposits  these  receipts  in  the  proper  fund  within  the 
Treasury  System.   This  schedule  excludes  the  State  Insurance  Fund. 
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PROGRAM  COST  SCHEDULE 

(EXCLUDING  EXPENDABLE  TRUST  FUND) 

FISCAL  YEAR  ENDED  JUNE  30,  1982 


Administration 
Program 


State  Fund 
Program 


Compliance 
Program 


Safety 

&  Health 

Program 


COSTS 


Personal  Services: 

Salaries 

$ 

944,457 

$  738,069 

$  274,616 

$430,185 

Employee  Benefits 

188,137 

154,966 

57,514 

90,189 

SubTotal 

1 

,132,594 

893,035 

332,130 

520,374 

Operating  Expenses: 

Contracted  Services 

201,521 

340,726 

29,126 

13,375 

Supplies  &  Materials 

20,818 

91,764 

4,636 

25,967 

Communications 

34,123 

108,315 

28,979 

18,647 

Travel 

74,599 

39,051 

480 

107,848 

Rent 

58,601 

48,707 

21,043 

30,525 

Utilities 

6,184 

5,010 

3,420 

756 

Repairs  &  Maintenance 

12,992 

12,098 

5,099 

6,134 

Other  Expenses 

3,647 

5,221 

315 

2,071 

SubTotal 

412,485 

650,892 

93,098 

205,323 

Equipment 

35,582 

51,370 

9,193 

19,807 

Transfers 

1 

,186,362 

-0- 

-0- 

-0- 

Benefits 

$2 

91,438 
,858,461 

-0- 

756,288 
$1,190,709 

-0- 

TOTAL  PROGRAM  COSTS 

$1,595,297 

$745,504 

SUMMARY  OF  FUNDING 


General  Fund  $   91,438  $    -0-  $   766,048 

Earmarked  Revenue  Fund  2,732,582  1,595,297        424,661 
Federal  and  Private 

Revenue  Fund  34,441          -0-           -0- 

TOTAL  FUNDING  $2,858,461  $1,595,297  $1,190,709 


$   -0- 
713,295 

32,209 

$745,504 


This  statement  provides  the  detail  expenditure  activity  and  the  funding  sources 
for  each  of  the  Division's  four  programs  for  the  period  ended  June  30,  1982, 
excluding  the  expenditure  activity  associated  with  the  Expendable  Trust  Fund. 
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COATEIS.    HeRFURTH   S    ENGLAND.   InC 
AcTijARies  Afjij  Consultants 

-120  CALiromjiA   Siwccr.   SuiiC    50i 

San  Francilico  94i04 

TCLCPMOfjr  (ois)  'i33-.i<i40 

December  7,  1981 

Workers'  Compensation  Division 
Department  of  Labor  and  Industry 
State  of  Montana 
815  Front  Street 
Helena,  Montana    59601 

Gentlemen: 

We  have  examined  the  methods  and  procedures  utilized  by  the  Workers'  Compensation 
Division  of  the  Department  of  Labor  and  Industry  of  the  State  of  Montana  in  the 
determination  of  its  liabilities  for  compensation,  hospital,  medical  and  other  benefits 
as  of  the  close  of  its  fiscal  year  June  30,  1981,  under  Compensation  Plan  #3,  as  set 
forth  in  the  Workers'  Compensation  Act.  Our  examination  included  a  determination  of 
the  appropriateness  of  the  underlying  methods  and  procedures,  such  review  of  the 
basic  records  as  we  considered  necessary  in  the  circumstances  and  an  analysis  of  the 
results  so  obtained. 

The  resulting  liabilities  for  benefits  to  be  paid,  so  determined,  may  be  summarized  as 
follows: 

Compensation  benefits  $49  ,  580  ,  350 

Medical  benefits  7,981,198 

Medical  only  benefits  572,000 

Total  $58,133,548 

In  addition  to  the  above  amounts  for  claim  liabilities  and  reserves,  the  Fund  is 
maintaining  a  claim  fluctuation  reserve  of  $1,272,575  and  a  Rate  Stabilization  reserve 
of  $407,393,  together  with  combined  reserves  for  catastrophe  and  medical  cost 
fluctuations  of  $3,000,000.  A  security  valuation  reserve  of  $1,559,791  is  also 
maintained. 

In  our  opinion,  the  above  claim  liabilities  are  based  upon  the  benefits  provided  under 
the  Workers'  Compensation  Act  of  the  State  of  Montana.  Further,  in  our  opinion,  on 
the  basis  of  the  information  and  procedures  referred  to  above,  and  upon  our 
assumption  that  the  procedures  of  the  i;)ivision  are  adequate  to  properly  establish  and 
maintain  records  required  for  this  purpose,  such  liabilities  in  the  aggregate  are 
reasonable  and  appropriate  as  of  that  date,  and  that  the  Fund  is  in  a  sound  actuarial 
and  financial  position. 

By  following  this  procedure  each  year  and  by  reviewing  and  adjusting  tlie  rates  each 
year  to  reflect  changing  benefits  and  experience,  in  our  opinion,  the  Fund  can  continue 
to  be  maintained  on  a  sound  actuarial  and  financial  basis. 


Sincerely  yours, 

-^         '"""I  '"1  / 


\ 


.Jc/?ep/i  T.  I'lyru) 


COATES.   HeRFURTH  5.    ENGLAND.   InC. 
Actuaries  and  Consultants 

320  California  Street,  Suite  501 
San  Francisco  94.i04 
Telephone  (4-15)  433-<i440 


December  3,  1982 


Workers'  Compensation  Division 
Department  of  Labor  and  Industry 
State  of  Montana 
815  Front  Street 
Helena,  iMontana    59601 

Gentlemen: 


*'^-'"'-  •    ■'  :-KlH 


We  have  examined  the  methods  and  procedures  utilized  by  the  Workers'  Compensation 
Division  of  the  Department  of  Labor  and  Industry  of  the  State  of  Montana  in  the 
determination  of  its  liabilities  for  compensation,  hospital,  medical  and  other  benefits  as 
of  the  close  of  its  fiscal  year  June  30,  1982,  under  Compensation  Plan  #3,  as  set  forth  in 
the  Workers'  Compensation  Act.  Our  examination  included  a  determination  of  the 
appropriateness  of  the  underlying  methods  and  procedures,  such  review  of  the  basic 
records  as  we  considered  necessary  in  the  circumstances  and  an  analysis  of  the  results  so 
obtained. 

The  resultin;^  liabilities  for  benefits  to  be  paid,  so  determined,  may  be  summarized  as 
follows: 

Compensation  benefits  $53,081, 152 

Medical  benefits  10,539.397 

Medical  onlv  benefits  572,000 


Toial  $G4,192, 


In  addition  to  the  above  amounts  for  claim  liabilities  and  reserves,  the  Fund  is  maintaining 
a  claim  fluctuation  reserve  of  $1,272,575  and  a  Rate  Stabilization  reserve  of  $731,448, 
together  vith  combined  reserves  for  catastrophe  and  medical  cost  fluctuations  of 
$3,U00,00n.    A  security  valuation  reserve  of  $735,736  is  also  maintained. 

In  our  opinion,  the  above  claim  liabilities  are  based  upon  the  benefits  provided  under  the 
Workers'  Compensation  Act  of  the  State  of  Montana.  Further,  in  our  opinion,  on  the  basis 
of  the  information  and  procedures  referred  to  above,  and  upon  our  assumption  that  the 
proceduros  of  tlie  Division  are  adequate  to  properly  establish  and  maintain  records 
required  for  this  purpose,  such  liabililies  in  the  aggroj^ate  are  reasonable  and  appropriate 
as  of  that  o;ilc,  and  that  tlie  (•'un(J  is  in  a  sound  actuarial  and  financial  position. 

By  tollo'.vi.'i'j  this  procedure  each  y(\ii-  and  by  revic'winj.j  and  adjustin;;  the  rates  each  year 
to  n^t'loci  c'hairTiii:^  bcnefUs  and  (;.\peri(Mice,  in  our  opinion,  tl»e  Fund  can  continue  to  be 
mainlaiuod  ,')n  a  sound  actuarial  and  rinaiicial  h.-^sJs. 

Siiiceralv  yours, 

Joseph  T.  Flynn 
JTF/ms 
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FROM:  Gary  L.  Blewe^t, 
DATE:  March  9,  1983  / 


RFC^'VED 

PAD       4  'i-R3 
gislative  Auditor      MONTANA  LEGISLATIVE  AUDITOR 
istrator.    Workers'    Compensation  Division 


HELENA.  MONTANA  59604 


wjmk 


RE:    LEGISLATIVE  kUm/T   RECOMMENDATIONS  FOR  FISCAL  YEARS  ENDED 
JUNE  30,  1981  and  1982 

The  following  are  the  Division's  responses  to  each  of  the  sixteen  recommendations 
made  by  your  office.   These  responses  have  been  coordinated  with  David  Hunter, 
Commissioner  of  the  Department  of  Labor  and  Industry. 

RECOMMENDATION  //  1 

A.  Discontinue  offering  a  25%  discount  for  fines  and  penalties. 

B.  Comply  with  state  law  by  ordering  uninsured  employers  to  cease  operation. 

C.  Consider  filing  suit  against  uninsured  employers  to  collect  outstanding 
account  balances. 

Concur. 


Effective  March  1,  1983,  the  Division  had  discontinued  offering  a  25% 
discount  for  fines  and  penalties  for  uninsured  employers.   Uninsured 
employers  discovered  after  that  date  will  be  assessed  and  penalized  in 
full  accordance  with  the  law.   The  Division  will  also  issue  orders  to 
cease  operations  for  any  uninsured  employer  who  has  not  elected  to  be 
bound  by  a  compensation  plan.   The  Division  will  also  file  suit  to 
collect  unpaid  penalties  should  that  be  necessary. 

RECOMMENDATION  #  2 

A.  Increased  detection  efforts  for  uninsured  employers. 

B.  Analyze  the  feasibility  of  using  universal  employer  numbers  and  performing 
cross  matches  to  detect  uninsured  employers. 

Concur. 


The  Division  will  increase  detection  efforts  for  uninsured  employers  by 
(1.)  allocating  more  staff  to  the  policy  compliance  area  provided  that 
the  fiscal  year  1984-85  budget  is  fully  approved  by  the  state  legislature; 
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(2.)  organizing  an  intensive  employers'  awareness  program  by  using 
media,  advertisements,  and  flyers;  (3.)  researching  listings  of  new 
businesses;  and  (4.)  running  computer  cross  checks  of  employer 
identification  numbers.   The  Division  computer  file  for  insured 
employers  is  being  revised  at  this  time  to  include  the  Internal 
Revenue  Service  identification  number  and  should  be  completed  by 
January  1,  1984,  which  will  allow  the  Division  to  run  computer 
matches  with  the  Department  of  Revenue  and  the  Employment  Security 
Division. 

RECOMMENDATION  //  3 

A.  Seek  legislation  increasing  the  fines  and  penalties  for  uninsured 
employers. 

B.  Seek  legislation  for  adequate  funding  of  the  Uninsured  Employers 
Fund. 

Concur. 


As  the  audit  report  indicates,  uninsured  employers  are  a  poor 
source  of  revenue  through  fines  and  penalties  since  they 
frequently  have  no  assets  to  attach.   Increasing  the  fines  and 
penalties  would  not  yield  much  of  an  increase.   However,  the 
Division  is  requesting  legislation  through  House  Bill  406  to 
provide  additional  funding  for  the  Uninsured  Employers  Fund. 
At  this  time,  the  bill  has  passed  the  House  and  is  in  the  Senate. 

RECOMMENDATION  #  4 

A.  Comply  with  state  law  and  give  all  employers  equal  treatment  by 
following  established  experience  modification  factors. 

B.  Assess  interest  on  the  unpaid  premium  balances  of  state  institutions. 

Concur. 

Equal  treatment  for  premium  charges  to  both  state  agencies  and 
private  firms  will  continue  to  be  adhered  to  by  the  Division. 
The  implications  of  the  audit  study  are  that  the  Division  treated 
the  Department  of  Institutions  differently  from  other  employers. 
As  the  audit  indicates,  the  Division  continued  to  bill  the  unpaid 
premium  balance  until  it  was  finally  paid  after  the  close  of  the 
fiscal  year.   This  is  not  unlike  deferred-payment  basis  of  billing 
identified  as  a  problem  in  Recommendation  Number  10.   Although  the 
practice  of  deferred  payment  is  undersirable,  the  Department  of 
Institutions  was  treated  no  differently  than  any  other  employer 
insuring  with  the  State  Fund.   The  Division  arranged  with  the 
Department  of  Institutions  for  a  payment  plan  which  was  complied 
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with  when  the  final  $635,447  payment  was  made  in  January  of  1983. 
Consistent  with  our  response  to  Recommendation  Number  10,  below, 
the  Division  will  implement  rules  to  charge  interest  on  any  late 
payments  of  premium  in  accordance  with  39-71-2306,  MCA. 

RECOMMENDATION  //  5 

A.  Comply  with  state  law  and  perform  coal  mine  inspections  at  least 
every  three  months. 

Concur. 


The  Division  was  unable  to  hire  a  qualified  mine  inspector  who  met 
all  of  the  requirements  specified  in  state  law  during  the  last 
biennium.   The  Division  submitted  House  Bill  225  to  the  state 
legislature,  requesting  that  the  specification  of  coal  mine 
inspector  requirments  be  reduced  to  enable  the  Division  to  hire 
an  inspector  to  carry  out  this  program  within  the  grade  classifi- 
cation limits  established  by  the  state. 

RECOMMENDATION  //  6 

A.  Develop  a  system  for  monitoring  boiler  inspections  and  take 
measures  to  ensure  inspections  are  performed  as  required  by 
state  law. 

Concur. 


A  system  to  ensure  comprehensive  inspections  is  being  developed 
at  the  present  time.   The  system  should  be  installed  within  three 
months  after  the  Bureau  of  Safety  &  Health  can  be  co-located  with 
the  computer  equipment  that  will  maintain  the  system.   Co-location 
will  not  occur  until  the  new  workers'  compensation  building  is 
completed  early  in  1984. 

RECOMMENDATION  //  7 

A.  Comply  with  the  Montana  Administrative  Procedures  Act  when 
adopting  rules. 

Concur. 


The  audit  identifies  a  lack  of  rules  for  employers'  submission  of 
payroll  reports  and  insurance  premiums  under  the  state  insurance 
plan.   The  Division  is  in  the  process  of  developing  rules  for  this 
and  other  areas  of  operations  and  intends  to  have  them  published 
with  effective  dates  of  October  1,  1983,  after  both  informal  and 
formal  hearings. 
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RECOMMENDATION  //  8 

A.  Credit  leave  in  accordance  with  state  policy. 

Concur. 

The  Division  has  not  intentionally  established  a  policy  of 
allowing  advanced  leave.   The  Division  is  undertaking  steps 
to  eliminate  unintended  advanced  leave  and  to  properly  accure 
leave  when  employees  take  leave  without  pay. 

RECOMMENDATION  #  9 

A.  Develop  procedures  requiring  employers  to  make  premium  payments 
at  the  time  they  submit  their  quarterly  payroll  reports. 

Concur. 


The  Division  will  implement  procedures  meeting  this  recommendation 
in  conjunction  with  the  development  of  an  improved  computer 
processing  system  underway  now  and  expected  to  be  completed  by 
January  1,  1984. 

RECOMMENDATION  #  10 

A.  Charge  interest  on  all  overdue  premium  receivables. 

B.  Actively  pursue  collections  of  unpaid  balances. 

Concur. 

The  Division  is  in  the  process  of  developing  rules  to  implement 
interest  charges  for  late  payments  of  premium  and  intends  to  have 
them  published  with  effective  dates  of  January  1,  1984,  after  both 
informal  and  formal  hearings.   This  date  coincides  with  the  implemen- 
tation of  an  upgraded  computer  processing  system  needed  to  effectively 
manage  policy  services.   The  Division  will  continue  to  cancel  employers' 
coverage   under  the  state  compensation  insurance  plan  when  an  employer 
fails  to  pay  the  premium  due. 

RECOMMENDATION  #11 

A.  Estimate  the  amount  of  unbilled  premium  receivables  at  fiscal  year 
end  and  properly  record  the  amount  on  SBAS. 

Concur. 


Unbilled  premium  will  be  properly  recorded  on  SBAS  for  the  state 
fiscal  year  end  1983  and  thereafter. 
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RECOMMENDATION  #12 

A.  Perform  accurate  physical  counts. 

B.  Properly  record  all  equipment  in  the  accounting  system  in  a  timely 
manner . 

Concur. 


The  supervisor  of  the  General  Services  Section  in  the  Administrative 
Bureau  has  been  specifically  assigned  the  responsibility  for  inventory 
control. 

RECOMMENDATION  #  13 

A,  Account  for  equipment  trade-in  allowances  in  accordance  with  state 
policy. 

B.  Maintain  proper  documentation  of  the  recorded  value  of  equipment. 

Concur. 

The  inventory  control  procedure  referenced  in  Recommendation  Number  12 
will  facilitate  implementation  of  this  recommendation. 

RECOMMENDATION  //  14 

A.  Capitalize  computer  software  costs. 

Concur. 

These  costs  will  be  capitalized  this  fiscal  year  and  thereafter. 
RECOMMENDATION  #15 
A.  Improve  controls  over  check  processing. 

Concur. 

Restrictive  endorsement  of  checks  in  the  mail  room  at  the  time  of 
initial  receipt  will  be  implemented  by  July  1,  1983.   The  Division 
is  pursuing  the  possibility  of  automating  the  endorsing  and  date 
stamping  functions,  which  will  result  in  the  checks  and  documents 
being  transferred  to  the  cashiers  in  a  much  quicker  manner.   However, 
to  have  the  mail  room  stamp  the  documents  with  a  paid  stamp  and 
note  the  amount  paid  would  slow  down  the  process  condiserably  and 
possibly  result  in  a  much  higher  error  rate  and  additional  time 
spent  in  resolution  of  errors. 
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RECOMMENDATION  #16 

A.  Adopt  administrative  rules  for  determing  if  an  independent 
contractor  relationship  exists. 

Concur. 


Development  of  rules  concerning  the  determination  of  independent 
contractor  status  is  underway  now.   The  rules  will  be  published 
with  an  effective  date  of  October  1,  1983,  after  both  informal  and 
formal  hearings. 
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